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CHAPTER – 1 
INTRODUCTION 
Venture capital is a widely used phrase that does not have an exact definition. It 
typically refers to investment funds or partnerships (and, increasingly, venture capital 
divisions within large corporations) that focus on investing in promising start-up and 
emerging companies. Venture capitalists (VCs) have invested in some of today´s most 
famous corporate names, including Apple, Genentech, Intel, and Compaq. Typically, 
the investment is in company stock -- the venture capitalist gets an ownership interest 
for the money invested. 
 
The word ‘venture’ has several meanings depending on the context in which it is 
used. ‘Venture’ means ‘chance’ hinting at speculation to try one’s ‘luck’ good or bad, 
involving ‘risk’ or ‘hazard’ or exposure to ‘insecurity’, or danger. ‘Venture’ also 
means ‘trial’, i.e. an ‘attempt’ or ‘endeavour’, hinting again at ‘trying ones luck’, 
where the result could be ‘positive or negative’, i.e. success or failure. Another 
meaning of ‘venture’ is ‘courage’ or ‘boldness’. 
 
The most flexible definition of venture capital is that it is “the support by investors 
of entrepreneurial talents with finance and business skills to exploit market 
opportunities and thus obtained capital gains. Venture capital commonly describes not 
only the provisions of start up finance of ‘seed corn’ capital but also development 
capital for latest stages of business. A long term commitment of fund is involve in the 
form of equity investments (share issues), with the aim of eventual capital gains rather 
than income, and active involvement in the management of customer’s business”. 
(Central Office of Information, London,1989) 
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The wider definition of venture capital describes it as long term growth capital 
invested in start-ups, expansions, management buy-outs of industrial units using high 
or low technology. In the Indian context, however venture capital has a more narrow 
connotation, as it envisages investment in the form of equity in unlisted 
manufacturing companies locked in for a period of three years, with the maximum 
size o investment being up to 5 per cent of the capital of the fund and up to 40 per 
cent of the investee company’s equity. 
 
1.1 Concept of Venture Capital 
The economic climate of today is highly dynamic. With the pace of changes in 
innovation and technology, very few ‘traditional’ business models may survive. It is 
not only the conglomerates and the gigantic corporations that fuel economic growth of 
a country, but instead the small and medium enterprises that play a more vital role.  
Entrepreneurs starting up new businesses, or requiring finance for the ongoing 
operations of the business, turn to venture capital financing when conventional means 
of funding are not available. Sometimes it is not possible in the routine course to 
procure funds to meet the requirement of equity capital for a project, and this is where 
Venture Capital provides the necessary funding and management support. 
 
These enterprises generally do not have any major collateral to offer as security which 
the banks and financial institutions need before providing them funding. Venture 
capital funding is a way of investment in new enterprise through investment in the 
equity or a combination of debt and equity. Generally, equity is the most preferred 
route. 
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Venture capital is money provided by professionals who invest alongside 
management in young, rapidly growing companies that have the potential to develop 
into significant economic contributors. Venture capital is an important source of 
equity for start-up companies. (www.indiainfoline.com) 
Worldwide venture capital follows ‘new industries’ like infotech, electronics and 
biotechnology, in which the probability of success is very low. Some projects may fail 
and some may give only marginal returns. However, the investment is like a long term 
risk capital, as projects like these might take up to 3 to 7 years to generate substantial 
returns. 
‘An entrepreneur must understand that the prime interest of the venture capitalist in 
providing finance remains capital appreciation. A venture capitalist makes his own 
assessment of an investee firm to achieve this objective, on the basis of image of the 
company, public acceptability of its project, stock market performance and 
availability of a convenient exit route’. (Verma, 1997) 
 
Venture capital means the investment of long term, risk equity finance where the 
primary reward for its providers is an eventual capital gain, rather than interest 
income or dividend yield. (Lorenz, 1989). 
 
In developed countries such as USA, UK and Japan, venture capitalists have provided 
a conducive environment for the growth of small business enterprises. In India too, 
Venture capitalists can bring about this objective through tight monitoring of 
operations and inducting the right management skills besides investing the required 
funds in small-scale enterprises. (Verma, 1997) 
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Venture capital has been the driving force behind some of the most vibrant sectors of 
the US & world economy over the past two decades. Venture capitalists were 
instrumental in fostering the tremendous growth of firms such as Microsoft, Compaq, 
Oracle, and Sun Microsystems, which were all founded less than 20 years ago, but 
have rapidly become dominant players in the high technology arena ( National 
Venture Capital Association 1999 Yearbook) 
 
There exists a widespread belief that venture capital is instrumental in bringing 
innovations to market at a rapid pace, thereby creating economic growth, jobs, and 
opportunities for further technological innovation. 
 The 1997 National Venture Capital Association annual study on the impact of 
venture capital sheds light on some of the job-creating abilities of the sector. The 
study reveals that between 1991 and 1995, venture-backed companies increased their 
staffs on average 34% per year.( Pratt's Guide to Venture Capital Sources (Securities 
Data Publishing; New York, 1997).Over the same time period, Fortune 500 
companies decreased staffing levels 4% per year. 
Though academic studies tend not to focus on the direct economic impact of VC 
investment, several have examined how VCs help overcome the significant problems 
involved in funding entrepreneurial growth companies. These firms have great 
difficult obtaining external financing both because they must invest in risky growth 
options (intangible assets) and because there is pervasive informational asymmetry 
between entrepreneur and financier.  
Trends in the global market show that the total value of venture capital raised and 
invested worldwide grew very rapidly between 1995 and 2000. The fastest growing 
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sector has been high technology. Additionally, increasing fractions of the total were 
allocated to “true” venture capital in 2000 than in 1998, as the fraction allocated to 
buyouts shrank while early state and expansion stage investment increased ( National 
Venture Capital Association 1999 Yearbook).Furthermore, the amount of total 
investment allocated to high technology worldwide increased from $25 billion in 
1998 to $113 billion in 2000, which implies an average annual growth rate of 114%. 
 
Venture capital financing, then, is not a passive activity like money-lending where 
the lender is unconcerned with the performance of the investee’s business. In venture 
capital financing the venture capital firm takes keen interest in the business 
performance of the investee firm. At times, depending upon the circumstances and 
initial contract or understanding, the venture capitalist actively involves himself in 
some activities of the investee firm, such as management, production process, 
marketing or accounting. Thus the venture capitalist acts as a copartner in the 
investee’s business, sharing success an failures, the gains and losses, proportionate to 
the equity investment. 
 
Thus venture capital financing is very different from lending and borrowing, 
developmental financing or stock market investing. Venture capital financing, by 
proving equity funding for an enterprise functioning in an economic environment not 
otherwise conducive to business development or lacking incentive or motivation to 
harness the existing business opportunities for economic growth, fills a void left by 
the traditional financing institutions.  
Venture capital financing, generally implying long term investment in high risk 
industrial projects with high reward possibilities, may be at any stage of 
 - 11 - 
implementation of the project or its production cycle, viz. to start up an economic 
activity or an industrial or commercial project or to improve a process or a product in 
an enterprise associated with both risk and reward.(Verma ,1999). 
 
The expectation of higher gain motivates the investor to invest in risky ventures 
which generally utilize new technology with equal probability of failure or success. 
The investor makes higher capital gains through appreciation in the value of such 
investments if the new technology proves successful. The venture capitalist has a 
continuing involvement in the business of the investee firm, although he does not 
interfere in the management. 
Venture capital funding is a difficult business. Even in advanced countries the success 
ratio is jut about 30 per cent. As venture capital institutions have to absorb high rates 
of casualties and incur the high cost of providing the required management support to 
keep successful venture going, venture capital financing calls for a lot of initiative. 
1.2 Indian Capital Market 
Financial Institutions play a vital role in the ordered economic development of a 
country. These would normally include commercial banks, various specialised 
financial institutions and organised capital markets. 
Stock markets are very significant for all financial institutions, including Venture 
Capital industry, as they form the most important exit route for disinvestment. 
(Ramesh and Gupta, 1995). 
Financial markets facilitate trading of financial instruments that have typical features 
and are readily flexible. Financial markets include the stock market, options market, 
futures market, money market etc. 
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India has a large, sophisticated financial system including private and public, formal 
and informal actors. In addition to formal financial institutions, informal institutions 
such as family and moneylenders are important sources of capital.The primary 
method for firms to raise capital is through the equity markets, rather than private 
financial intermediaries. 
Eugene F. Fama has defined efficient market as follows: ‘Market efficiency requires 
that in setting the prices of securities at any time the market correctly uses all 
available information’. (Journal of Finance, 1976). 
 
Another definition is that of Michael C. Jensen who describes the efficient market as: 
‘A market is efficient with respect to a given information set, if it is impossible to 
make profits by trading on the basis of that information set’. (Journal of Financial 
Economics, 1978). 
 
The idea of the competence of the Indian Stock Markets can be had by a fresh deal in 
which the international private equity firm Warburg Pincus sold a $560 million stake 
in Bharti Tele-Ventures, India's largest publicly traded mobile telephony company. 
The transaction, on the Bombay Stock Exchange, was the largest block trade ever on 
the Indian market. It was also consummated in a breathtaking 28 minutes, prompting 
stock market observers in India to remark on the unexpected depth and maturity of 
their equity markets. (http://knowledge.wharton.upenn.edu). 
The Indian money market is classified into: the organised sector (comprising private, 
public and foreign owned commercial banks and cooperative banks, together known 
as scheduled banks); and the unorganised sector (comprising individual or family 
owned indigenous bankers or money lenders and non-banking financial companies 
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(NBFCs)). The unorganised sector and microcredit are still preferred over traditional 
banks in rural and sub-urban areas, especially for non-productive purposes, like 
ceremonies and short duration loans. (www.indiainfoline.com) 
As a part of its mandate to regulate and to develop the Indian capital markets, the 
Securities and Exchange Board of India (SEBI) framed the SEBI (Venture Capital 
Funds) Regulations, 1996. (www.nasscom.org) 
 
Structure of the organised banking sector in India 
Source: http://en.wikipedia.org 
Now with SEBI regulations for the supervision and ruling of venture capitalists, the 
task seems to have become easier for entrepreneurs seeking new business 
opportunities on offer. As more and more participants are entering into the field, not 
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only from the country’s corporate sector but also from the foreign institutional sector, 
they seek information and guidance as well. 
 
1.3 Purpose of Research and Problem Area 
There is always trade off between risk and return of an investment. The high the risks, 
the higher would be returns. Investments that have high point of risk tend to be more 
beneficial. The investments having minor degree of risk tend to be less money-
making. The pay offs in success of a new technology or idea can be massive.Though 
profit earning is one of the most central drivers of choosing an investment, but it is 
often supplemented by various competitive and planned moves. 
Support from the governmental institutions, with esteem to the fiscal policies, like tax 
deductions for capital investments, relief on dividend payments etc. as well as support 
from financial institutions in terms of funds etc. are also a crucial factor before 
deciding on an investment. existence of risk taking entrepreneurs, and supporting 
industries can also not be unseen if the Venture Capitalist is deciding on the 
investment. 
These factors may be favourable in some particular industries or regional areas, or 
some benefits may be through investment process undertaken. Depending on basis of 
all such factors, the investment is shortlisted. With new Funds being set up, and 
business ideas based on knowledge, service, business process outsourcing, biotech 
and food processing finding favor with the VC funds, investments have been 
becoming more constructive for new businesses. 
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1.4 Problem Definition 
The basic principal underlying venture capital – invest in high-risk projects with 
the anticipation of high returns. These funds are then invested in several fledging 
enterprises, which require funding, but are unable to access it through the 
conventional sources such as banks and financial institutions. Typically first 
generation entrepreneurs start such enterprises. Such enterprises generally do not have 
any major collateral to offer as security, hence banks and financial institutions are 
averse to funding them. Venture capital funding may be by way of investment in the 
equity of the new enterprise or a combination of debt and equity, though equity is the 
most preferred route. Since most of the ventures financed through this route are in 
new areas (worldwide venture capital follows "hot industries" like InfoTech, 
electronics and biotechnology), the probability of success is very low. All projects 
financed do not give a high return. Some projects fail and some give moderate returns. 
The investment, however, is a long-term risk capital as such projects normally take 3 
to 7 years to generate substantial returns. Venture capitalists offer "more than money" 
to the venture and seek to add value to the investee unit by active participation in its 
management. They monitor and evaluate the project on a continuous basis. 
 
Literature relating problem 
Venture capital is money provided by professionals who invest alongside 
management in young, rapidly growing companies that have the potential to develop 
into significant economic contributors. Venture capital is an important source of 
equity for start-up companies. Professionally managed venture capital firms generally 
are private partnerships or closely-held corporations funded by private and public 
pension funds, endowment funds, foundations, corporations, wealthy individuals, 
foreign investors, and the venture capitalists themselves. The current scenario 
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involving Venture Capital Financing seemed very interesting and challenging to me 
and hence I was encouraged to choose this topic for my research project work. 
 
1.5 Structure of the Study 
The research is further structured as: 
Chapter 2 presents an overview of the available literature and relevant theories 
concerning the field of study, based on developed objectives of the research. 
Chapter 3 describes the methodology used for obtaining data and information for this 
study. Beginning with a research methodology review, it continues with research 
design and collection strategy, ethical considerations and ends with the limitations of 
the study. 
Chapter 4 presents the data collection, its analysis and discussion on the basis of 
primary research. 
Chapter 5 presents the findings and conclusions of the study  
Chapter –6. Presents the Bibliography & annexure  
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CHAPTER – 2 
 LITERATURE REVIEW 
 
 2.1 Brief History: 
Till now a number of studies have been conducted related to the field of venture 
capital in India as well as abroad. The venture capital is related to small-scale 
industries technocrats, first generation entrepreneurs, and commercialization of 
technologies and financing of high start-ups.  Therefore, the endeavor is to review the 
research work carried out in the areas of SSI, entrepreneurship development, 
commercialization of untried R & D efforts and financing of high tech start-ups and 
other relevant areas of venture capital activity abroad as well as India. 
 
Learner, J. (1994) “Venture Capital and the Decision to go public” examines the 
timing of initial public offer’s and private financing by venture capitalists. Using the 
sample of 350 privately held venture capital backed biotechnology firms between 
1978 and 1992, it is established in the study that these companies go public when 
equity valuations are high and employ private financing when values are lower. 
Seasoned venture capitalist appear to be particularly proficient at taking companies 
public near market peaks. The results are robust to a variety of controls and 
alternative explanations. This establishes the usefulness of venture capitalist as 
strategic adviser to the inverted companies. 
 
Sharma, N.K. (1989): In his article “Technology Development and Technology 
Transfers in India” has stressed that venture capital can play a very important role 
especially in financing the development of technology and in financing the project 
based on such technology, because the development cycle particularly in the high-tech 
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areas is sometimes very long. Regarding the success of venture capital, he points out 
that it must be realized that at least fifty percent ventures will fail. The venture 
company should set modest goals for success. The study has defined venture capital in 
a narrow sense i.e. funding the development of technology and project based on such 
technology.  
 
Ramesh, S. (1989): In “Venture Financing in India: suggestions for its Growth” 
suggests certain measures to remove the existing barriers in the growth of venture 
capital in India.  The suggestions are divided into two parts: disinvestments avenues, 
the study suggest activation of overseas venture capital market and need for provision 
of buyback of shares by the company. 
 
Zider, B. (1998): presented an interesting and innovative analysis of the venture 
capital Industry. One of his interesting observation is that it is a myth that venture 
capitalists invert in good people and good ideas. The reality is that they invest in good 
(fast growing) industries. It is also highlighted that venture capitalists invest in 
adolescent phase of a industry’s life cycle.  In this period of accelerated growth, 
financials of both the eventual winners and losers look strikingly similar. The Study 
also provides a new insight into deal structuring and management of portfolio 
companies. The paper provides useful clues for selecting sectors for investment to the 
venture capital industry in India. In India, number of fast growing sectors are 
neglected by venture capital fund’s which is not a good investment strategy. 
 
Pandey, I.M. (1996):  In his scholarly work “Venture Capital: The Indian Experience” 
focuses his attention on the strategic role of venture capital in the development of 
technology, innovative entrepreneurship and small enterprises in India; the 
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development process of venture capital by a systematic analysis of venture capital 
practices and policies in India; and the policy initiatives necessary for the success of 
venture capital in developing countries based on the Indian experience. 
 
The conclusion from the study emerge are that the guidelines issued by the 
government related to venture capital in India, specifically eligibility criteria with 
regard to the size of the investment, technology and the background of the 
entrepreneurs are so restrictive and indeed unrealistic in the sense that, they have 
come in the way of growth of this business. The author seems to have confined the 
role of venture capital in high-tech industries only that is certainly unnecessary. 
Aggarwal, V. (1998):  In his write up “SEBI venture Capital Guidelines: An 
Appraisal” evaluates the guidelines to regulates venture capital, issued by SEBI in 
1996. The study brings out certain deficiencies and anomalies in the guideline.  A 
number of suggestions are mode to modify the guidelines to improve the functioning 
of VCF in India. The suggestion are very useful and of critical importance for the 
smooth functioning of the venture capital in India, particularly the suggestions related 
to the fund management; conflict of interest between different parties, appointment of 
custodian, investor information and cancellation of registration etc. 
Sethi, S. (2000); A practicing venture capitalist in his article “Accessing Venture 
Capital Funds” lists the generic parameters that VCFs look for before investing in 
start up companies. The Study also mentions that during the last 12 to 18 months, 
there have been intense activity amongst entrepreneurs seeking out venture capital. 
Factors determining investing criteria by venture capitalist include professional 
management team, an innovative business idea, scaleable market, competitive entry 
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barriers, expected future value and exit routes available to venture capitalist. Venture 
capitalists also keep in view the political stability, rupee depreciation and portfolio 
balancing etc. at the time of taking decision about investing in a project. 
 
Mishra A.K. (2004); explores and presents an integrated, factual analysis related to 
the venture capital industry in India. The Study observed that despite the declared 
policy of all India orientation by the venture capitalists, there is a clear preference for 
the states like Maharashtra, Gujarat, and Tamilnadu. It has been further found that out 
of the many venture capital funding stage, three are being extensively used, viz., start-
up, expansion and turn around. Management buy-outs are rare and form a negligible 
part in total assistance sanctioned to different companies. The study has not tried to 
explain the reasons behind the observed behaviour of venture capital funds in India. 
 
The generalization of the studies is that the scope of venture capital is really 
incredible in high tech, services industry and medicine. The venture capitalist put in 
only in fast growing industries. Factors determining investing criteria by venture 
capitalist includes professional management team, an innovative business idea, 
scaleable market, competitive entry barriers, expected future value and exit routes 
available to venture capitalist. Venture Capital has a better prospects, if it facilitate the 
growth of potential entrepreneurs in India    
 
2.2 Status of Venture Capital in India 
Chris Bovaird has cited a practitioner’s definition of venture capital as follows: 
“the provision of risk bearing capital, usually in the form of a contribution in equity, 
to companies with high growth prospective. In calculation, the venture capital 
company provides some value added in the form of management advice and 
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contribution to overall strategy. The relatively high risks for the venture capitalists are 
compensated by the possibility of high return, usually through substantial capital 
gains in the medium term.” 
 
In Venture capital, we are basically focussing on a narrow market segment, namely, 
the financing of new start up projects and extension projects where the industrialist 
advances into new stages in the making and sharing process. (Saagari and Guidotti, 
1992) 
 
The description of venture capital that commands the widest acceptability, is that it is 
a separate benefit class, often labelled as private equity. Private equity investment sits 
at the extreme end of the risk-reward band from government bonds and can broadly 
describe equity investment in private companies not quoted on the stock market. 
(Anson, 1992) 
Venture capital is an vital source of equity for start-up companies. And as Venture 
Capitalists look to invest in new areas which involve risk, but also have the potential 
to earn good profits, they lead to increase of technology based companies which 
support the economy. 
The growth of Venture capital in India has followed a steady series of events. The 
thought of venture capital financing was adopted at the instance of the central 
government and government sponsored institutions.In 1975, Venture Capital 
financing was introduced in India by the all India financial institutions with the launch 
of Risk Capital Foundation (RCF) sponsored by IFCI to supplement ‘promoters’ 
 - 22 - 
equity’ with a view to encouraging technologists and professionals to promote new 
industries. (IFCI Brochure, 1975) 
As at end-December 1996, according to Venture Capital Association of India, 14 of 
its members had set up 17 funds. The total pool of funds available to its members was 
Rs.14,019 million. In earlier years, much of venture capital financing was 
contributions from financial institutions followed by multilateral agencies and then 
the private sector.  
This development has changed in the last couple of years with many offshore based 
funds entering this arena. Reflecting this trend, of the total funds available, 39 per 
cent came from all India financial institutions, 33 per cent was contributed by foreign 
institutional investors and over 12 per cent by multilateral agencies. Other 
contributors of course were banks, public and private sector organisations, insurance 
companies, mutual funds, etc. 
As to be estimated, major part of venture capital investments were in the form of 
equity issues. Of the total investment of Rs.6,729 million in 622 projects, about 61 per 
cent was in the form of equity, 21 per cent was by way of convertible instruments and 
6 per cent in non-convertible debt. Redeemable preference shares and other 
instruments of finance including temporary and bridge loans accounted for the sense 
of balance. 
Size-wise, a large fraction of venture capital went into small and medium units and 
the rest to larger units. It is essential to recognise that what we consider to be small 
and medium is tiny by international standards. Incidentally, a small scale industrial 
unit in India is defined as a unit with an investment limit of Rs.3 crore. In fact, as our 
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economy is on the edge to be internationally competitive, our definitions, at least as 
venture capital is apprehensive, need a second look. 
The typical venture capitalists ‘venturing’ into India today consist of successful global 
venture capitalists, high net-worth individuals and private investors, all of whom are 
looking to cash in on India’s lively markets. 2005 witnessed over 68 investments in 
India with a total funding of US$ 1.8 billion. Major investors have built-in reputed 
venture capitalists such as Newbridge Capital, ChrysCapital, Warburg Pincus, 
Temasek and General Atlantic, among others. (http://www.nasscom.org,2006) Each 
of these venture capital investors have invested between US$ 50-100 million in 
various sectors. For a detailed account of the key deals in 2005, please refer to 
Strategic Review 2006, published by Nasscom. http://www.nasscom.org 
2.3 Venture Capital Financing in India 
Venture capital has been the driving force behind some of the most vibrant sectors of 
the US & world economy over the past two decades. Venture capitalists were 
instrumental in fostering the tremendous growth of firms such as Microsoft, Compaq, 
Oracle, and Sun Microsystems, which were all founded less than 20 years ago, but 
have rapidly become dominant players in the high technology arena.( Source: 
National Venture Capital Association 1999 Yearbook) 
There exists a widespread belief that venture capital is instrumental in bringing 
innovations to market at a rapid pace, thereby creating economic growth, jobs, and 
opportunities for further technological innovation. The 1997 National Venture Capital 
Association annual study on the impact of venture capital sheds light on some of the 
job-creating abilities of the sector. The study reveals that between 1991 and 1995, 
venture-backed companies increased their staffs on average 34% per year.( Pratt's 
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Guide to Venture Capital Sources (Securities Data Publishing; New York, 1997). 
Over the same time period, Fortune 500 companies decreased staffing levels 4% per 
year. 
Trends in the global market show that the total value of venture capital raised and 
invested worldwide grew very rapidly between 1995 and 2000. The fastest growing 
sector has been high technology. Additionally, increasing fractions of the total were 
allocated to “true” venture capital in 2000 than in 1998, as the fraction allocated to 
buyouts shrank while early state and expansion stage investment increased. (National 
Venture Capital Association 1999 Yearbook). 
Furthermore, the amount of total investment allocated to high technology worldwide 
increased from $25 billion in 1998 to $113 billion in 2000, which implies an average 
annual growth rate of 114%. 
The total amount of VC and private equity funding raised globally in 2000 ($225 
billion) exceeded total investment ($177 billion) by $48 billion, and this pattern held 
for most individual countries as well as in the aggregate. While there is always a 
difference between the amount of fund raising and investment, the difference in 200 
was especially large. 
Secondly, VC investment spending grew very rapidly in most of the large national 
markets over the five-year period 1995-2000. While expenses increased at a very 
decent average annual rate of 37% per year in the U.S., spending surged by more than 
100% per year in Israel, Sweden, Switzerland and India.  
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It is not hard to realize why policy-makers are so fond of venture capital (VC). Both 
academic and practitioner-oriented research now clearly demonstrates that VC 
investing adds value.  
Total Number and Value of PE and VC Investments 
 
Source: Evalueserve, IVCA and Venture Intelligence India 
Already, under the British, Indians valued education very highly. After Independence, 
the Indian government invested heavily in education, and Indian universities attracted 
excellent students. These Institutes and other top Indian educational institutions very 
quickly became the elite Indian engineering schools with extremely competitive 
entrance examinations and to which only the most intelligent students could gain 
entry.  
 
In the last decade, one of the most admired institutions among industrialists and 
economic policy makers around the world has been the U.S. venture capital industry. 
A recent OECD (2000) report identified venture capital as a critical component for the 
success of entrepreneurial high-technology firms and recommended that all nations 
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consider strategies for encouraging the availability of venture capital.This chapter 
examines the efforts to create a venture capital financing industry in India. 
In the transfer process, there is a matrix of possible interactions between the 
transferred institution and the environment. There are four possible interactions: A) 
The institution can be successfully transferred with no significant changes to either 
the institution or the environment. B) The institutional transfer can fail. C) The 
institution can be modified or hybridized so that it is able to integrate into the 
environment. D) An interaction between the existing institutions and venture capital 
to modify the environment occurs. This is the most complicated, because here there 
needs to be an interaction between the existing institutions and venture capital to 
modify the environment.  
2.4 THE INDIAN FINANCIAL SYSTEM 
India has a large, sophisticated financial system including private and public, formal 
and informal actors. In addition to formal financial institutions, informal institutions 
such as family and moneylenders are central sources of capital. India has considerable 
capital resources, but as Table 1 indicates, the bulk of this capital resides in the 
banking system.  
In the formal financial system, lending is dominated by retail banks rather than the 
wholesale banks or the capital markets for debt. The principal method for firms to 
raise capital is through the public equity markets, rather than through private 
placements. 
 - 27 - 
Table 1: The Disposition of Indian Capital Resources and Their Availability for 
Venture Investing in 1996-97 
 
Source: Statistical Outline of India, 1998-99. 
The Banking System 
Preceding to independence from Britain, the banking system was entirely private and 
largely family operated. In the pre-war period, the family-run banks often invested in 
new ventures. After Independence, the Reserve Bank of India (RBI) and the State 
Bank of India were nationalized, with the State Bank of India ongoing to play the role 
of banker to government agencies and companies.  
Then, in 1969, the next 14 largest banks were nationalized. With the State Bank of 
India, the state controlled 90 percent of all bank assets. The nationalized banking 
system became an instrument of social policy. Between 1969 and 1991, the financial 
position of the banks progressively weakened, due to loss-making branch expansions, 
ever-strengthening unions, overstaffing, and politicized loans. Until 1991, depositors 
were reluctant to use banks because although their savings were safe, the government 
set deposit interest rates below the rate of inflation. By 1991, the entire bank system 
was unprofitable and nearing collapse. (RBI Report,1999) 
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Equity Markets 
The first Indian stock markets were established during the British Raj in the 
nineteenth century. In 1989 there were 14 stock markets in India, though Bombay was 
by far the largest (World Bank 1989). The socialization of the economy and 
particularly banking after independence reinforced the strength of the stock markets 
as a source of capital, and by the 1960s, India had one of the most sophisticated stock 
markets in any developing country. 
The 40-percent regulation did not liberalize the markets as much as one might expect. 
Because loans were also necessary for firms and this mandatory collateral in fixed 
assets, new entrepreneurs were restricted to sectors with asset-heavy projects. This 
deprived the service sector, resulting in even greater concentration, and equity 
markets focused on financing low-risk projects. Also, the public’s enthusiasm for 
firms operating within a licensed industry meant that it was difficult for other new 
firms to secure capital in the course of listing on the stock exchanges. 
In 1991, as part of a large number of financial reforms, the Securities and Exchange 
Board of India (SEBI) was created to regulate the stock market. At the time, there 
were 6,229 companies listed on all the stock exchanges in India (RBI, 1999). The 
reforms and loosening of regulations resulted in an increase in the number of listed 
companies to 9,877 by March 1999, and daily turnover on the stock exchanges rose to 
107.5 billion rupees (US $2.46 billion) by December 1999.  
In terms of experience, India contrasted favorably with most developing countries, 
which had small, inefficient stock markets listing only established firms.However, 
although these stock markets provided an exit opportunity, they did not provide the 
capital for firm establishment. Put differently, accessible stock markets did not create 
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venture capital for startups; they merely provided an opportunity for raising follow-on 
capital or an exit opportunity. 
2.5  Regulatory & Legal Framework 
The guidelines issued by the central government on 25th Nov. 1988, vested requisite 
powers in the Department of Economic Affairs, Ministry of Finance, or such authority 
as may be nominated by the government. Initially such authority was vested with the 
Controller of Capital Issues (CCI). The sponsor of venture capital fund was required 
to make applications with a suitable explanatory note and details of the proposal to 
CCI/Joint secretary (Investments) in the Department of Economic Affairs. 
With closure of CCI in 1992, its powers were transferred to Securities and Exchange 
Board of India (SEBI). The Securities and Exchange Board of India Act, 1992, 
empowers SEBI under Section 11(2) thereof to register and legalize the working of 
venture capital funds. 
There are a number of rules and regulation for venture capital and these would 
broadly come under either of the following heads: 
 The Indian Trust Act, 1882 or the Company Act, 1956 depending on whether 
the fund is set up as a trust or a company. (In the US, a venture capital firm is 
normally set up as a limited liability partnership). 
 The Foreign Investment Promotion Board (FIPB) and the Reserve Bank of 
India (RBI) in case of an offshore fund. These funds have to secure the 
permission of the FIPB while setting up in India and need a clearance from the 
RBI for any repatriation of income. 
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 The Central Board of Direct Taxation (CBDT) governs the issues pertaining to 
income tax on the proceeds from venture capital funding activity. 
The Securities and Exchange Board of India has come out with a set of guidelines. In 
addition to the above there are a number of arms of the Government of India – 
Ministry of Finance that may have to be approached in certain situations. Also 
intervention allied agencies like the Department of Electronics, the National 
Association of Software and Computers (NASSCOM) and various taskforces and 
standing committees is not uncommon. 
Probably this explains why most of the funds prefer to take the easy way out by listing 
as offshore funds operating out of tax havens like Mauritius (where the Avoidance of 
Double Taxation Treaty, incomes may be freely repatriated). (www.indiainfoline.com) 
Chandrashekhar committee 
Technology and knowledge based ideas will drive the global economy in the 21st 
century. India's recent success story in the area of information technology has shown 
that there is a tremendous potential for the growth of knowledge-based industries. 
This potential is not only confined to information technology but is equally relevant in 
several areas such as bio-technology, pharmaceuticals, media and entertainment, 
agriculture and food processing, telecommunication and other services.  
In 1973 a committee on Development of Small and Medium Enterprises highlighted 
the need to foster venture capital as a source of funding new entrepreneurs and 
technology. Thereafter some public sector funds were set-up but the activity of 
venture capital did not gather momentum as the thrust was on high-technology 
projects funded on a purely financial rather than a holistic basis. 
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Later, a study was undertaken by the World Bank to examine the possibility of 
developing venture capital in the private sector, based on which the Government of 
India took a policy initiative and announced guidelines for venture capital funds 
(VCFs) in India in 1988.  
Thereafter, the Government of India issued guidelines in September 1995 for overseas 
venture capital investment in India. For tax-exemption purposes, guidelines were 
issued by the Central Board of Direct Taxes (CBDT) and the investments and flow of 
foreign currency into and out of India is governed by the Reserve Bank of India 
(RBI).Further, as a part of its mandate to regulate and to develop the Indian capital 
markets.(Securities and Exchange Board of India (SEBI) framed SEBI (Venture 
Capital Funds) Regulations, 1996. 
2.6 Various Venture Capital Funds Operating in India 
Venture Capital differs from conventional development capital in that the latter is not 
provided for new technology or a new entrepreneurial venture. It is in the form of loan 
capital in the majority of cases. As investor of funds, a development finance 
institution is interested in safeguarding its interests. It does not interfere in the 
management of the assisted company except to ensure flow of information and proper 
Management Information System (MIS), regular board meetings, and adherence to 
statutory requirements for effective management control. Development finance is 
security oriented and liquidity prone. (Verma, 1997) 
APIDC Venture Capital Ltd. 
Andhra Pradesh Industrial Development Corporation Limited was established on 16th 
December 1960, by the Government of Andhra Pradesh for planned development of 
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medium and large-scale industries in the state. Today, it has an authorised capital of 
Rs. 110 Crores and paid up capital of Rs. 96.23 Crores. 
We, at APIDC offer a wide range of financial and consulting services. Our services 
include but are not limited to Project promotion - Generation and Implementation of 
New Project Ideas, Guidance and comprehensive Escort Service to the Entrepreneurs, 
Participation in Equity Capital, Providing Term Loans, Providing Bill Discounting 
Facility, Providing Guarantees, Merchant Banking, Venture capital Fund for IT 
Industry, ENTIRE (Entrepreneurs Nucleus and Total Investment Requirement Eden). 
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TYPICAL VENTURE CAPITAL STRUCTURE 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SEBI (Venture Capital Funds) Regulations, 1996  
The SEBI announced its guidelines to be followed by VCFs to operate in India on 
December 4, 1996. These guidelines are titled SEBI (Venture Capital Funds) 
Regulations, 1996. These regulations lay down the eligibility criteria for registration 
100 % 
• Gets registered with SEBI as an FVCI  
• The expression “FVCI” includes a venture capital company.  
• The FVCI’s effective management should be in Mauritius. 
Indian Investee 
Company 
 
Domestic Venture 
Capital 
Funds/Undertakin
gs 
Mauritius offshore 
Company 
(“Investor” / 
“Mauritius 
Mauritius offshore 
Company “FVCI” 
Holding 
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of VCFs and operational guidelines for the VCFs. The excerpts of these regulations 
are as follows: 
 Any company or a trust willing to register as a VCF/VCC should have as its 
main objective, to carry on the activity of a venture capital fund. In case of 
companies this should be mentioned clearly in the Memorandum of 
Association. 
 In case of a VCF, the instrument of trust has to be in the form of a deed and 
has to be duly registered under the provisions of the Indian Registration Act, 
1908. 
 Any director or principal officer or employee should not be involved in any 
litigation connected with the securities market and nor should at any time 
have been convicted of any offense involving moral turpitude or any 
economic offense. 
 VCFs must invest at least 80 per cent of the funds raised in the equity shares 
or equity related securities of an unlisted company the equity shares or equity 
related securities of a financially weak company or a sick industrial company 
which may be a listed or an unlisted company providing financial assistance 
in any other manner to companies in which the VCF has invested in either of 
the two mentioned above.The VCFs will not be allowed to invest in equity 
shares of any company or institution providing financial services. 
 The VCF will not be entitled to gets its own securities or units listed on any 
recognised stock exchanges till the expiry of three years from the date of 
issuance of securities or units.VCFs are restricted from issuing any document 
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or advertisement inviting offers from the public for the subscription or 
purchase of any of its securities or units. However, the VCFs are free to raise 
monies for its activities through private placement of its securities or units. 
The SEBI guidelines have not distinguished between a domestic VCF and an off-
shore VCF. The most critical issue for any VCF whether domestic or foreign is that of 
an exit route. The guidelines issued by the SEBI are silent on the exit route to be 
adopted by the VCFs for offloading their investments and thus give the VCFs a 
flexibility to decide on their exit route.  
Further, the SEBI has not made it mandatory for the VCFs to have a two-tier 
structure. Thus, it will not be compulsory for the VCFs to set up a separate Asset 
Management Company (“AMC”). A VCF can manage its funds on its own and this 
would help the fund to cut down on costs relating to the asset management fees to be 
paid to AMC. 
Venture Capital Funds 
In India, both domestic and offshore venture capital funds investing in India are 
regulated by the SEBI. Until recently, SEBI only regulated the domestic VCFs vide 
its SEBI (Venture Capital Funds) Regulations, 1996 (as amended by SEBI (Venture 
Capital Funds (Amendment)) Regulations 2000 and SEBI (Venture Capital Funds 
(Amendment), Regulations, 2004) (VCF Regulations). However, in September 2000, 
SEBI announced a new set of guidelines enabling foreign venture capital and private 
equity investors to register with SEBI under the new guidelines, the SEBI (Foreign 
Venture Capital Investors) Regulations, 2000 (FVCI Regulations). The FVCI 
Regulations were amended by the SEBI vide the SEBI (FVCI) (Amendment) 
Regulations, 2004 
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The SEBI (Foreign Venture Capital Investor) Regulations, 2000 (“FVCI Regulations”) 
It is not mandatory for an offshore fund to register with SEBI as a foreign venture 
capital investor (“FVCI”). However, SEBI and the RBI have extended certain benefits 
to SEBI registered FVCIs which make it beneficial to register with SEBI as a FVCI. 
FVCIs registered with SEBI would be entitled to the following benefits:                                                                                                                                 
As per a Press Note 1 of 2005 issued by the Ministry of Commerce and Industry, 
Government of India has exempted FVCIs from taking prior Governmental approval 
even if the FVCI seeks to invest in the same field as the one in which it already has an 
investment. 
As per a notification issued by the RBI in December 2000, FVCIs shall benefit from 
free entry and exit pricing and thus investments or exits by FVCI involving transfer of 
shares between residents and non-residents will not be subjected to the restrictive 
pricing guidelines of the RBI otherwise applicable to foreign investors under the 
foreign direct investment route. 
As per a RBI notification issued in December 2000, FVCIs shall benefit from free 
entry and exit pricing. Under the FEMA and the regulations issued thereunder, the 
entry and exit pricing of non-resident investors under the FDI route is regulated. 
For purchase of shares of an unlisted company, the minimum price to be paid by the 
non-resident investor is linked to the net asset value (“NAV”) of the shares.  
Similarly, for exits involving transfer from a non-resident to a resident, the exit price 
is capped at the price of the shares on the stock exchange (if the shares are listed) or to 
the NAV if the shares are unlisted. A special exemption has been carved out for 
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FVCIs whereby they will be exempted from both the entry and exit pricing 
regulations. 
This could be a very significant benefit from the FVCI’s point of view especially 
when they are looking at an exit from unlisted companies through strategic sale or 
through buy-back arrangement with the promoters. 
SEBI has also exempted transfer of shares from FVCIs to the promoters from the 
public offer provisions under the Takeover Code, if the portfolio company gets listed 
post investment. This ensures that if the promoters have to buy back the shares from 
the FVCIs, they will not be burdened with the public offer requirement which 
otherwise could require them to make an offer to the other shareholders of the 
company to buy from them up to 20% of the paid-up capital of the company. 
FVCIs registered with SEBI have been accorded Qualified Institutional Buyer 
("QIB") status and would accordingly be eligible for subscribe to securities at the 
Initial Public Offering (“IPO”) of a VCU through the book-building route. 
Under the SEBI (Disclosure and Investor Protection) Guidelines, 2000, the entire pre-
issue share capital of a company going in for an IPO is locked for a period of one-year 
from the date of allotment in the public issue.  
However, an exemption has been granted to domestic venture capital funds registered 
with SEBI and FVCIs. This would essentially allow the FVCI to exit from their 
investments post-listing. However, please note that for securities subscribed to in an 
IPO, there would be a lock-in of one year applicable to such investments. 
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Generally the definition of a ‘promoter’ under the SEBI (Disclosure and Investor 
Protection) Guidelines, 2000 is very broad and includes any person who has a role to 
play in the decision of a company considering an IPO. 
A private equity investor generally reserves certain veto rights in the company and in 
most cases is actively involved in the IPO decision by the company. If the private 
equity is not registered as a FVCI, there is a possibility that the private equity investor 
be treated as a part of the promoter group thereby subjecting it to certain onerous 
requirements otherwise applicable to promoters. The SEBI has clarified that a SEBI 
registered venture capital fund or a FVCI would generally not be treated as promoters 
for the purpose of the above guidelines. 
Various VC Funds Operating in India: 
Bharath Nirman Fund- Fund IV  the latest fund of Canbank Venture Capital Fund, 
with a corpus of INR 600 Million, was launched in November 2005. The Period of 
Maturity of the Fund is 8 years. The Core Contributors are the leading Nationalized 
banks viz., Canara Bank, Allahabad Bank, Corporation Bank, Indian Overseas Bank, 
Oriental Bank of Commerce, Vijaya Bank, Andhra Bank and Small Industries 
Development Bank of India (SIDBI). BHARATH NIRMAN FUND has been formed 
at the initiative of 7 Banks and SIDBI for promoting entrepreneurship, with a view to 
providing an impetus to the Manufacturing and Services Sectors in the country and 
the average size of investment is targeted at INR 50 Million – 90 Million. 
 The Objectives and Focus of the Fund shall be to invest in Emerging Indian 
Businesses in IT/ITES/BPO, Telecom, Biotechnology,Healthcare,Pharmaceuticals, 
Engineering, Auto & Auto Components, Textiles, Infrastructure led Sectors and 
Domestic Demand Driven Segments.  
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Canbank 
Venture 
Capital Fund 
Ltd. 
CVCF I - 
Rs.164.25 
Million 
CVCF II - 
Rs.105 
Million 
CVCF III - 
Rs.300 
Million 
1.Start Up 
2.Early 
Stage/Growth  
3. Development/ 
    Expansion . 
1. 10-25 
Million 
2. 25-50 
Million 
1.IT  
2.ComputerHardware  
3.ComputerSoftware  
4. IT Enabled Services  
5.Biotech  
6.Industries with 
 promising growth 
potential  
 
GVFL Funds  
Currently, we manage five funds - GVCF-1990, GVCF-1995, GVCF-1997, Gujarat 
IT Fund & . Biotechnology Venture Fund (GBVF). In addition, GVFL has recently 
launched a SME Fund with a target corpus of Rs. 1000 million. 
Gujarat Venture Capital Fund 1997 
Corpus Rs. 200 Million 
on 12 Years 
Settler SIDBI 
Sponsor GVFL 
Trustee GVFL Trustee Company Ltd. 
Manager GVFL Ltd. 
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Gujarat Biotechnology Venture Fund 
As announced by Honourable Chief Minister, Shri Narendra Modi in BIO-Gujarat, 
Government of Gujarat has launched the Gujarat Biotechnology Venture Fund at the 
initiative of Gujarat State Biotechnology Mission. This Fund would be managed by 
GVFL limited.Government of Gujarat has provided the initial seed funding of Rs.50 
million. 
 
About the Fund 
The Fund would identify start-ups, early stage and existing companies in the areas of 
biotechnology having potential to become leading players in India or be acquired by 
multinational companies or in synergy with corporate investors of the Fund. Some of 
the potential areas for investment are, but certainly not limited to, Biopharma, Agri- 
Biotech, Contract Research and Industrial Biotechnology. 
2.7  Sources of Venture Capital 
Types of Venture Capital Firms 
There is quite a variety of types of venture capital firms. They include: 
Traditional partnerships -- which are often established by wealthy families to 
aggressively manage a portion of their funds by investing in small companies; 
Professionally managed pools -- which are made up of institutional money and which 
operate like the traditional partnerships; 
Investment banking firms -- which generally trade in more established securities, but 
occasionally form investor syndicates for venture proposals; 
Insurance companies -- which often have required a portion of equity as a order of 
their loans to smaller companies as protection against inflation; 
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Manufacturing companies -- which have at times looked upon investing in smaller 
companies as a means of supplementing their R & D programs (Some "Fortune 500" 
corporations have venture capital operations to help keep them abreast of 
technological innovations); and 
Small Business Investment Corporations (SBICs) -- which are approved by the 
Small Business Administration (SBA) and which may provide management assistance 
as well as venture capital. (When dealing with SBICs, the small business 
owner-manager should initially establish if the SBIC is primarily interested in an 
equity position, as venture capital, or merely in long term lending on a fully secured 
basis.) 
In addition to these venture capital firms there are individual private investors and 
finders. Finders, which can be firms or individuals, often know the capital industry 
and may be able to help the small company seeking capital to locate it, though they 
are generally not sources of capital themselves. (http://www.sba.gov) 
The venture capitalist and the entrepreneur may sometimes differ on the timings of 
the exit. Where a venture does well and the equity value appreciates significantly, an 
entrepreneur may get the feeling that the venture capitalist has made too much money 
(Lorenz, 1990). 
Sometimes when a venture is not performing well and the venture capitalist wishes to 
quit (in order to minimise possible losses), the entrepreneur may feel that the venture 
capitalists action is not appropriate and may try to oppose it. (Bovaird, 1990). 
It is important for an entrepreneur to be aware of the awareness horizons of his 
potential backers, even before the investment is made. A disparity in the expected 
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realisation horizons of the venture capital investor and the inestee company can lead 
to all sorts of problems. ‘Divorce in Venture Capital is much more difficult and costly 
than in the domestic equivalent’. (Lorenz, 1990). 
Exit strategy is even more critical to smaller and mid sized companies, which are 
unable to get listed on any stock exchange, as they do not meet the minimum 
requirements for such listings. 
2.8  Exit Strategy 
Exit Options 
At the time when an investor makes an investment into a company in India, it is also 
thinking about the exit options open to it under Indian laws. Exit strategy is a very 
critical part of making investments, not only for private equity players but even for 
strategic business investors. It is often extremely critical for an investor to be able to 
divest its holdings and exit in the most profitable and expeditious manner. Further, 
given the constant changes in the business environment, the investor’s exit strategy 
may have to be adaptable and flexible to change. Investors would therefore have to 
adopt an investment structure that would afford them maximum flexibility in their exit 
strategy and the most number of exit options. 
The following are, broadly speaking, the most common exit options available to 
offshore private equity and strategic investors: 
IPO in India - If the Indian markets look promising and the investor feels 
comfortable that an exit in the Indian stock markets would give it a good exit 
opportunity, then the investor could exit after an IPO. It must be noted however, that 
as per the SEBI  
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Disclosure & Investor Protection Guidelines, 2000 (the “DIP Guidelines”), all 
pre-IPO share capital of a company would be locked-in for a period of one year after 
the completion of the IPO. An exception has been carved out in this regard for VCFs 
registered with the SEBI. Therefore, offshore funds, which are registered with the 
SEBI as FVCIs would be entitled to this exception and can divest their holdings 
immediately after an IPO. 
ADR/GDR Listing – The investor could also, if it held its investment in the form of 
ADRs/GDRs as explained earlier, exit at the time of an ADR/GDR issue by the 
company in an overseas market. The investor would, pursuant to its registration rights 
under the investment transaction documents, be entitled to concurrent registration of 
the ADRs/GDRs held by it along with the public issue and would therefore, get 
tradability in the overseas markets.  
Alternatively, even if the investor held its investment in the company in the form of 
equity shares, it could exit by way of a sponsored ADR/GDR program once the 
company gets listed. This would provide the investor the opportunity to exit in an 
overseas market at the time of an ADR/GDR issue by the company. 
The venture capitalist and the entrepreneur may sometimes differ on the timings of 
the exit. Where a venture does well and the equity value appreciates significantly, an 
entrepreneur may get the feeling that the venture capitalist has made too much money 
(Lorenz, 1990). 
Sometimes when a venture is not performing well and the venture capitalist wishes to 
quit (in order to minimise possible losses), the entrepreneur may feel that the venture 
capitalists action is not appropriate and may try to oppose it. (Bovaird, 1990). 
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It is important for an entrepreneur to be aware of the realisation horizons of his 
potential backers, even before the investment is made. A disparity in the expected 
realisation horizons of the venture capital investor and the inestee company can lead 
to all sorts of problems. ‘Divorce in Venture Capital is much more difficult and costly 
than in the domestic equivalent’. (Lorenz, 1990). 
Exit strategy is even more critical to smaller and mid sized companies, which are 
unable to get listed on any stock exchange, as they do not meet the minimum 
requirements for such listings. 
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RESEARCH METHODOLOGY 
This chapter discusses the structure to fulfil the objectives of the research. The 
research process, tools and methods used for data collection, analysis, and 
interpretation are presented in this chapter.  This chapter also contains the validity and 
reliability measures taken for the research. Limitations of the study are discussed in 
the last part of the chapter. 
Sample size: 100 
Sample unit: Officials of national venture capital association and the investors, and 
the investors 
Sample area: New Delhi  
Sampling method: Random sampling method has been used to collect the samples 
for the research 
In addition to the venture capital reports given by various companies, the 
data/information is also collected from various secondary sources these are from 
various search sites and websites of Indian Venture Capital Association. The collected 
information is than represented in form of tables. 
3.1 Review of Research Methodology 
For the study to be conducted, there was a need to establish a research design which 
outlines the working of the study. The problem and the objective have already been 
defined. 
Research Methodology is concerned with the way in which data is being collected to 
answer a research question. All the answers to the research methodology lie in the 
centre of this ‘onion’. But before we reach the centre of the onion there are certain 
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layers of the onion which have to be peeled off to formulate a suitable strategy. The 
first raises the question of the research philosophy adopted, second considers the 
subject of the research approach that flows from the research philosophy, third layer 
to be examined is the research strategy, the fourth layer refers to the time horizons 
that will be applied to the research, and lastly there is data collection methods which 
will be used. (Saunders et al. 2000). 
Exploratory research was used as the researcher was seeking insights into the general 
perceptions of Venture Capital companies based in India, the apparent problem areas 
and the various factors used in the Investment making decisions.A phenomenological 
approach has been used in this research by the researcher as the aim was to collect 
data and develop theory by analysing it, and not to test the supposition by developing 
a theory and hypothesis. 
To reach the finale of the research, Qualitative approach was used to understand 
behaviour (by developing insight) and to estimate reactions. (Gofton and Ness 1997). 
Qualitative research involves the studied use and collection of a variety of empirical 
materials case study, observational, historical,  and interactional  that describe routine 
and problematic moments and meaning in individuals’ life. (Denzin and Lincoln 
1994).  
Answers such as ‘What, Why and How’, are obtained through Qualitative research, 
which is in line with the aim of the study to find out the perceptions and trends 
amongst the Venture Capital Funds in India and the various attributes the investors 
look for in a deal. 
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Qualitative research provided an opportunity to present a big picture of it in the 
expected settings of such Venture Capital Fund managers. The interested parties to 
the research namely university, venture capital companies, venture capital funds and 
entrepreneurs receptive to qualitative research. Also it gave an opportunity to learn 
more about the industry and understand the trends prevailing in the industry.  
3.2 Research Design and Data Collection 
Lincoln and Guba 1985, have given an outline of naturalistic enquiry, which was used 
for data collection. 
Focus of Enquiry 
The focus will be on gathering information on the following 
Main source of funds 
Method of financing used 
The investment stage in which finance was provided 
Industries considered for investment 
States preferred for investment 
Expectations from a Venture Capital Investment 
General Perception towards Investors 
 
Fit of the Research Paradigm 
Information was collected in the natural setting of the fund managers so that slightest 
alteration took place.To provide the interpreted information about the evolving 
phenomenon, the report was produced in a explanatory manner. 
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Data Collection 
Primary Data: Primary data has been collected through Interviews and 
Questionnaires with some of the officials of national venture capital association and 
the investors, and the investors in the target area. 
Secondary Research – Secondary data are data that were allocated by persons or 
agencies for purposes other than solving the problem at hand, researcher had to locate 
and utilise the data that were relevant to this research (Kumar et. al 1999). It is 
reanalysing data that has already been collected for some other purpose to meet the 
current objective (Saunders et. al. 2000). This had to be reinterpreted or united with 
other sorts of data to produce the relevant research (Gofton & Ness 1997). 
Secondary data:Secondary data has been collected through data/information 
collected from the reports represented in National Venture capital Association and 
Indian Venture Capital Association. The basic aim of the study is know how the 
venture capital financing is used in today’s growing business or industries and how it 
provides seed capital and development capital.  
In secondary sources of data collection, following journals were used: 
Asia Venture Capital Journal, 
Venture Capital Journal, 
Journal of Financial Economics, 
 
Following books were also used for better understanding : 
Venture Capital Financing in India (J.C. Verma) 
Venture Capital and the Indian financial Sector (S. Ramesh and Arun Gupta) 
Venture Capital Today (Tony Lorenz) 
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Various articles on the World Wide Web and newspapers were also used as a major 
source for gathering information. 
Secondary data provided sufficient hold up to emphasize the problem and its possible 
solutions. It also proved to be source of new ideas which were explored through 
primary research and served as a suggestion base against which validity of primary 
data took place. 
Primary Research – As per www.ryerson.ca in primary research, data is collected 
specifically for the study at hand. It can be obtained either by the investigator 
observing the subject or phenomenon being studied or communicating directly or 
indirectly with the subject. Direct communication techniques include such qualitative 
research. 
Data Analysis 
Bogdan and Biklen define qualitative data analysis as ‘working with data, organising 
it, breaking it into manageable units, synthesising it, searching for patterns, 
discovering what is important and what is to be learned, and deciding what you will 
tell other’.  
For data analysis model of Morse 1994 suggested by Hussey and Hussey was used 
which was divided into four processes. 
• Comprehending – The researcher was not familiar with the literature at the 
commencement of the study, but remained distant from it so that new 
discoveries can be made without being contaminated by preconceptions. 
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• Synthesising – Different themes and concepts acknowledged from the 
research were incorporated in new pattern. 
• Theorising – It is the theory which gives qualitative data structure and 
application and involves the confronting of data with alternative explanations. 
It includes credentials of beliefs and values, lateral thinking, construction of 
theory from data by induction and hypothefication of patterns which could be 
verified by the selected informants. 
• Recontextualising – This is the process of simplification so that the theory 
emerging from the study was applied to other settings. In the process the 
researcher returned to existing theories to place the results in a new context 
and establish any developments that were introduced. 
3.3 Ethical Consideration 
The ethical considerations for the research not only relate to the code of behaviour for 
academics and for the conduct of the research, but it also concerns all those who will 
get affected by the findings of the research. (Saunders et. al. 2000). 
Any research project, especially those dealing with people is likely to raise ethical 
issues. These issues could include: confidentiality, anonymity, legality etc. There are 
no easy answers to the ethical questions which individual researchers may face. Some 
researchers have constructed their own operating guidelines for dealing with ethical 
questions.  
 - 51 - 
The ethical issue for research were divided into three sections: 
Informed Consent  
Informed consent is seen to be one of the most critical issues in qualitative research; 
indeed, it is regarded by some as the ‘key issue’ in research with human beings. 
(Konza Deslea 1998). This required informing the participants about the overall 
purpose of the research and its main features, as well as of the risks and benefits of 
participation. The initial email worked as a medium for gaining the initial consent. 
Confidentiality –  
Baez 2002 mentioned in his article that confidentiality is particularly axiomatic in 
qualitative research. Precaution was taken to maintain the confidentiality of the data. 
Respondents were assured of non disclosure of information for any other purpose 
except for academics. 
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CHAPTER – 4  
DATA ANALYSIS 
This chapter undertakes analysis of all data collected from the primary research. The 
gathered data has been allocated to different subheads which relate to research 
objectives. A separate section then discusses the arguments and reasons about the 
interpretations. 
The data collected through the research has been divided under the following heads: 
Main source of funds 
Method of financing used 
The investment stage in which finance was provided 
Industries considered for investment 
States preferred for investment 
Expectations from a Venture Capital Investment 
General Perception towards Investors 
 
The First Period: 1986–1995 
Indian policy toward venture capital has to be seen in the larger picture of the 
government's interest in encouraging economic growth. The 1980s were marked by an 
increasing disillusionment with the trajectory of the economic system and a belief that 
liberalization was needed. A shift began under the government of Rajiv Gandhi, who 
had been elected in 1984.  
Prior to 1988, the Indian government had no policy toward venture capital; in fact, 
there was no formal venture capital. In 1988, the Indian government issue its first 
guiding principle to legalize venture investment operation .These regulations really 
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were aimed at allowing state controlled banks to establish venture capital subsidiaries, 
though it was also possible for other investors to create a venture capital firm. 
However, there was only minimal interest in the private sector in establishing a 
venture capital firm (Ramesh and Gupta 1995). 
The government's awakening to the potential of venture capital occurred in 
conjunction with the World Bank's interest in encouraging economic liberalization in 
India. So, in November 1988, the Indian government gave up an institutional 
arrangement for venture capital . 
Making the case for supporting the new venture capital guidelines with investments 
into Indian venture capital funds, the World Bank calculated that demand over the 
next 2–3 years would be around $67–133 million per annum, and it proposed 
providing a total of $45 million to be divided among four public sector financial 
institutions for the purpose of permitting them to establish venture capital operations 
under the November 1988 guidelines issued by the Government of India. (One of 
these operations, TDICI, slightly predated the guidelines, having been 
established in August 1988.) 
The venture capital guidelines offered some liberalization, but not everything the 
World Bank wished. The most important feature of the 1988 rules was that venture 
capital funds received the benefit of a relatively low capital gains tax rate (but no pass 
through), i.e., a rate equivalent to the individual tax rate, which was lower than the 
corporate tax rate.  
They were also allowed to exit investments at prices not subject to the control of the 
Ministry of Finance’s Controller of Capital Issues (which otherwise did not permit 
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exit at a premium over book value). A funds’ promoters had to be banks, large 
financial institutions, or private investors. Private investors could own no more than 
20 percent of the fund management companies (although a public listing could be 
used to raise the needed funds). 
Despite these constraints, the World Bank supported the venture capital project, 
noting that “the Guidelines reflect a cautious approach designed to maximize the 
likelihood of venture capital financing for technology-innovation ventures during the 
initial period of experimentation and thereby demonstrate the viability of venture 
capital in India.  
Interestingly, the U.S. experience had shown that such highly constrained and 
bureaucratically controlled venture capital operations were the least likely to succeed.  
Nonetheless, four state-owned financial institutions established venture capital 
subsidiaries under these restrictive guidelines and received a total of $45 million from 
the World Bank. 
There were other early funds. For example, in 1990, Gujarat Venture Finance Limited 
(GVFL) began operations with a 240 million rupee fund with investments from The 
World Bank, the U.K. Commonwealth Development Fund, the Gujarat Industrial 
Investment Corporation, Industrial Development Bank of India, various banks, state 
corporations, and private firms (GVFL 2000). 
 It was sufficiently successful so that in 1995, it was able to raise 600 million rupees 
for a second fund. Then in 1997 it raised a third fund to target the information 
technology sector. GVFL recruited personnel with management and financial degrees 
and then proceeded to train them. 
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As with the other firms, GVFL’s investment targets shifted through time. As Table 3 
indicates, from the 1990 fund to the 1995 fund there were less food and agriculture-
related firms and a greater emphasis on information technology.  
Table 3: Gujarat Venture Finance Limited Investments in 1990 and 1995 Funds 
 
Source: GVFL 2000 
 
The other two venture funds had only modest success. The Andhra Pradesh state 
government formed a venture fund subsidiary in its AP Industrial Development 
Corporation (APDIC).  
The final venture fund was the only bank-operated venture capital fund, which was a 
subsidiary of nationalized Canara Bank, CanBank Venture Capital Fund (Canbank). 
Canbank, which was headquartered in Bangalore, also performed only modestly. 
However, all of the firms were able to raise new funds and continue their operations. 
This first stage of the venture capital industry in India had difficulties as management 
needed to develop experience (IVCA,1998). There is a saying in the U.S. venture capital 
industry that it takes $20 million in losses as part of the process of training a new venture) 
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and there were handicaps such as regulations regarding which sectors were eligible 
for investment, a deficient legal system, successive scandals in the capital market, 
economic recession, and the general difficulties in operating in the Indian regulatory 
environment.  
Government interference and limitations almost invariably increase the risks in an 
already risky enterprise, making failure more likely. And yet, from this first stage, 
there came a realization that there were viable investment opportunities in India, and a 
number of venture capitalists had received training. 
The Second Period: 1995–1999 
The success of Indian entrepreneurs in Silicon Valley that began in the 1980s became 
far more visible in the 1990s. This attracted attention and encouraged the notion in the 
U.S. that India might have more possible entrepreneurs. This was expressed by 
increasing investment in India as Figure 1 shows that the amount of capital under 
management in India increased after 1995. (IVCA,1998) Moreover, it also indicates 
that the source of this increase was the entrance of foreign institutional investors. 
This included investment arms of foreign banks, but particularly important were 
venture capital funds raised abroad. Very often, NRIs were important investors in 
these funds. In quantitative terms, it is possible to see a dramatic change in the role of 
foreign investors. The overseas development agencies and the Indian government’s 
financial institutions. The overseas private sector investors became a dominant force 
in the Indian venture capital industry. 
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4.1. Figure 1: Capital under Management by the Indian Venture Capital 
Industry by year in U.S. $ Millions 
 
 
Source: Indian Venture Capital Association, various years. 
 
In the U.S., the venture capital industry is clustered in three specific regions (in order 
of descending importance): Silicon Valley (San Francisco Bay Area), New York, and 
Boston.In India, as Table below indicates, there is also a clustering under way. During 
the last two years, Bombay and New Delhi dramatically increased their share of the 
venture capital offices. This resembles the U.S. historical record, in some ways, and 
also indicates the immaturity of the Indian industry.  
As late as 1998, Bombay, Bangalore, and New Delhi were comparable in terms of 
number of offices. In contrast to the U.S., where Silicon Valley asserted its 
dominance as a technology center at the end of the 1970s, Bangalore had a smaller 
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share of offices when compared with both Bombay and New Delhi, which are the 
financial and political capitals of India, respectively. 
Table 4: The Location of the Headquarters of the Members of Indian Venture 
Capital Association 1993-1998 & 2000 
 
* Where there was more than one office, only the headquarters was counted. 
Source:Indian Venture Capital Association, Nasscom 
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The involvement of the overseas private sector in the Indian venture capital industry 
was a path dependent experimental process. For example, in 1993, in an attempt to 
develop investment opportunities businesses in India,  
The IVCA had a large agenda and a large task in its efforts to improve the venture 
capital environment in India. To improve the environment, the IVCA continually 
lobbied the government.  
The result of this lobbying effort was mixed: the tax privileges were retained, there 
was a progressive liberalization in IPO guidelines, and some financial institutions, 
such as banks and mutual funds (though not pension funds and insurance funds), were 
permitted to invest up to 5% of their incremental funds in venture capital. These 
lobbying efforts to improve the environment for venture capital were continuous and 
gradually had results.  
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Instrument of Finance Used by VCF's in India
58%16%
24% 2%
Redeemable Preference
Share
Convertible Instruments
Non-convertible Debt.
Other Instruments
 
Table:Venture Capital in India by Stages/Investment 
Source: www.indiainfoline.com 
4.2 
Instruments Per cent 
Equity Shares 58.34 
Redeemable Preference Shares 27.13 
Non Convertible Debt 7.41 
Convertible Instruments 6.1 
Other Instruments 1.02 
Total 100 
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4.3 
Industry Wise Investments: 
Industry Per cent (in terms of total amount invested) 
Industrial products, machinery 28.33 
Computer Software 19.01 
Consumer Related 16.23 
Medical 5.88 
Food, food processing 4.95 
Tel & Data Communications 4.86 
Other electronics 3.86 
Biotechnology 3.57 
Energy related 2.80 
Computer Hardware 1.96 
Miscellaneous 8.55 
Total 100 
 
4.4 State wise investments 
Maharashtra still emerges as the major recipient of Venture Capital (24.55%), 
followed by Andhra Pradesh (16.77%), Tamil Nadu (12.34%), Gujarat (10.98%) and 
Karnataka (10.50%) 
Maharashtra, Andhra Pradesh, Tamil Nadu, Gujarat and Karnataka are the states 
receiving the maximum share of Venture Capital, followed by West Bengal, Haryana 
and Delhi. In these states industrial development is gathering momentum through 
adoption of new technologies in the fields of Telecommunications, Electronics, 
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Computer Hardware  and Software etc., and that is the reason Venture Capital has 
been largely invested in them. 
State Per cent (in terms of total amount invested) 
Maharashtra 24.55 
Andhra Pradesh 16.77 
Tamil Nadu 12.34 
Gujarat 10.98 
Karnataka  10.50 
West Bengal 4.03 
Haryana 3.80 
Delhi 3.63 
Uttar Pradesh 3.20 
Madhya Pradesh 1.97 
Kerala 1.55 
Goa 0.93 
Rajasthan 0.74 
Punjab 0.66 
Orissa 0.47 
Dadra & Nagar Haveli 0.40 
Himachal Pradesh 0.33 
Pondicherry 0.29 
Bihar 0.10 
Overseas 2.76 
Total 100 
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4.5 QUESTIONNAIRE ANALYSIS 
 
Q.1 Venture capital is a means of equity financing for rapidly-growing private 
companies, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.2 The goal of venture capital is to build companies so that the shares 
become liquid through IPO or acquisition and provide a rate of return to 
the investors, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.3 With venture capital financing, the venture capitalist acquires an agreed 
proportion of the equity of the company in return for the funding, do you 
agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.4 Venture capital is "patient" capital that seeks a return through long-term 
capital gain rather than immediate and regular interest payments, as in 
the case of debt financing, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.5 Considering the nature of equity financing, venture capital investors is 
exposed to the risk of the company failing, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.6 The venture capitalist must look to invest in companies which have the 
ability to grow very successfully and provide higher than average returns 
to compensate for the risk, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.7 Venture capital injects long term equity finance which provides a solid 
capital base for future growth, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.8 A venture capitalist is a business partner, sharing both the risks and 
rewards, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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Q.9 The venture capitalist provides practical advice and assistance to the 
company based on past experience with other companies which were in 
similar situations, do you agree? 
⇒ Strongly agree 
⇒ Moderately agree 
⇒ Neutral 
⇒ Moderately disagree 
⇒ Strongly disagree 
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4.6:Growth and Activities of Venture Capital Companies and Funds 
The economic and financial reforms undertaken by the Indian Government since 1991 
have resulted in rapid and substantial economic growth and the integration of India 
into the global economy. The pace of reforms has gained a new momentum on the 
back of political stability and strong industrial growth. Starting from the opening up 
of the Indian capital markets to Foreign Institutional Investors in 1993, the Foreign 
Direct Investment ("FDI") regime too has been progressively liberalized. 
The significant rise in the foreign exchange reserves has further bolstered the 
ambition of the country and the restrictions on foreign investment have been 
significantly reduced to the extent that except in certain sensitive sectors such as 
telecon, banking, retailing, insurance, etc., foreign investment up to 100% has been 
permitted on an automatic basis. 
Even in the restricted sectors, the limits for foreign investment has been increasing, 
the recent ones being banking where the foreign investment limit has been raised from 
49% to 74%. Backed by strong domestic growth, it appears that India is all set to enter 
the next orbit of globalisation with GDP projections for the year 2005 pegged at a 
healthy rate of 7.2%. 
To summarise, the highlights of the reform program that have continued till date since 
1991 are as follows: 
 Elimination of industrial licensing requirements for majority of industries, 
with only areas such as health, strategic and national security issues still 
remaining under the ambit of licensing; 
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 Lowering of tariff barriers and simplification of the trade regime; 
 Reduction or elimination of subsidies in most sectors; 
 Substantial liberalization of the restrictions on foreign investment, including 
limitations on foreign equity participation; 
 Increased deregulation of interest rates and introduction of more stringent 
standards for the financial sector; 
 Achievement of full convertibility of the rupee on current account; 
 Reduction in marginal tax rates and a simplification of tax procedures; 
 Dismantling of administered pricing mechanism in the petroleum sector; 
 Privatization of public sector undertakings; and several initiatives for 
developing the infrastructure, telecom and banking sector. 
With a view to get a bird’s eye view of the FDI in the country, the following chart 
shows the FDI inflows in the Indian economy since the liberalization of the Indian 
economy Secretariat for Industrial Assistance, at 
http://siadipp.nic.in/publicat/newslttr/jan2007/index.htm visited on June 6, 2007) 
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Note: The amount of inflows on account of ADRs/ GDRs has been removed from the 
FDI. Data Base to align the FDI data as per the international best practices 
In the case of venture capital (“VC”) and private equity investors, the focus has been 
skewed more towards high growth sectors such as information technology. Till early 
2001, a majority of investment by the VC sector went into the IT sector. However, 
with the technology slowdown following the dot-com bust, the VCs have diversified 
their interest into other high potential sectors such as pharmaceutical (especially 
biotech), manufacturing, banking, media and entertainment, retailing and business 
process outsourcing (IT-enabled services) 
Venture capitalists come in many forms and specialise in different ways, but all share 
the common trait of making investments at an early stage in privately held companies 
that have the potential to provide them a very high rate of return on their investment. 
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Private equity investments are essentially investments in relatively more matured 
companies at their expansion stage. Private equity firms focus on active investments 
and aim to acquire a large or controlling interest in companies with solid growth 
potential. As a result, private equity firms usually oversee, assist and, if necessary, 
redirect the company’s activities or its management. 
In 2002, during the period Jan-December, India attracted private equity investment of 
USD 980.18 million and fourth after in the Asia Pacific region only after South 
Korea, Japan and Australia (Source: AVCJ Journal: December 2002) whereas for the 
first half of 2003, India has already attracted private equity investment of USD 395.13 
million and the activity has just about picked up in the second half which should see 
this figure go up substantially. The annual private equity disbursements in India have 
grown significantly over the past several years and as per the IVCA (Indian Venture 
Capital Association), the private equity investment is likely to touch USD 10 billion 
by 2007-08. A snapshot of the Indian private equity scenario is given below: 
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Year (Financial year) 
 
Rupees (in millions)  US Dollars (in Millions) 
1996-97  700 20 
1997-98  3,200 80 
1998-99  10,520 250 
1999-2000  21,600 500 
2000-01  54,700 1,200 
2001-02  52,000 1,100 
2002-03   N.A. 1,050 
2007-08 F  600,000 10,000 
Source: Nasscom website 
Total venture capital disbursements in India were to the tune of about $1.1 billion in 
2001 (as compared to $1.3 billion in the previous year), according to the IVCA. 
Venture Capitalists feel that 2002 will see venture capital disbursements in the $2 
billion range, with India-centric capital to the tune of $1 billion to be raised in 2002. 
Thereafter, in November 1988, guidelines were issued by the (then) Controller of 
Capital Issues, which stipulated the framework for the establishment and operation of 
funds/companies that could avail of the fiscal benefits extended to them.(Nasscom) 
The formalisation of the Indian venture capital community began in 1993 with the 
formation of the Indian Venture Capital Association ("IVCA") headquartered in 
Bangalore. In 1996, the Securities and Exchange Board of India ("SEBI") 
introduced the SEBI (Venture Capital Funds) Regulations, 1996 (“VCF 
Regulations”), for regulating and promoting the activities of domestic venture capital 
funds. The move liberated the industry from a number of bureaucratic hassles and 
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paved the path for the entry of a number of foreign funds into India. In 2000 the SEBI 
announced the SEBI (Foreign Venture Capital Investor) Regulations, 2000 
(“FVCI Regulations”) enabling foreign venture capital and private equity investors 
to register with it and avail of certain benefits provided there under. 
Investment Amount 
1996-97 
%age Amount 
1999-00 
%age Amount 
2000-03 
%age 
Start-up 2731.85 58.80 6263.00 45.10 3813.00 38.10 
Later Stage 971.01 20.90 4194.30 30.20 3338.99 33.40 
Seed Stage 241.59 5.20 1180.50 8.50 963.20 9.60 
Other Early 
Stage 
631.86 13.60 2124.90 15.30 1825.77 18.30 
Turn Around 
financing 
74.34 1.60 125.00 0.90 59.50 0.50 
Total 4646.00 100.00 13888.29 100.00 10000.40 100.00 
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4.7 Stages of VC Funding 
The first step in any private equity financing is invariably for the parties to agree on a 
current valuation for the portfolio company, prior to the venture capitalist's 
investment. This will be based on the company's past R&D efforts, its current level of 
sales revenue and tangible assets, and the present value of expected future profits if 
the company obtains new capital for growth. This valuation is also critical to 
determining how much of the company the venture capital fund will receive in 
exchange for its investment. 
Naturally, the higher the perceived risk the higher the required return, and this is 
usually inversely related to the stage of the portfolio company's development. 
This demonstrated survival value is based on several factors, two of which stand out 
as especially important. First, these partnerships can focus totally on the financing and 
development of portfolio companies as stand-alone ventures, unlike corporate and 
financial venture capital funds that must balance the competing interests of the 
portfolio company and the corporate parent. 
Second, as described in Gompers and Lerner (2001), the limited partnership has 
advantages of limited life and limited liability for investors, as well as tax advantages, 
over the corporate form of organization. The fact that a relative handful of funds 
dominate venture capital fund-raising every year suggests both the comparative 
advantage of limited partnerships in general, and the value of experience and 
reputation in particular. 
These firms usually begin the venture financing process by creating a distinct limited 
partnership fund, typically with a target amount of capital to be raised and often with 
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a dedicated investment target, such as funding internet start-ups. The year 1998 
witnessed the successful launch of two mega-funds: Warburg, Pincus Equity Partners, 
L.P. and Hicks, Muse, Tate & Furst Equity Fund IV, L.P. (Schilit et al, 1996). 
These two funds raised $5 billion and $4 billion, respectively. As the Roman numeral 
after the Hicks, Muse fund name implies, this firm has launched many previous 
successful funds, and both of the funds listed above were easily subscribed by 
investors (the companies were able to raise the amounts intended).  
While some of the largest venture funds are created by public offerings of limited 
partnership interests (which can then be freely traded), most venture funds are 
organized and capitalized by private negotiation between the fund's sponsor and a 
well-established group of institutional investors. To say that a fund is "capitalized" at 
its inception is something of a misnomer. In actual practice, the limited partners make 
capital commitments, which the general partner then draws on over time as the fund 
becomes fully invested 
4.8 Advantage & Significance of Venture Capital Financing 
The basic significance underlying venture capital – invest in high-risk projects with 
the anticipation of high returns. These funds are then invested in several fledging 
enterprises, which require funding, but are unable to access it through the 
conventional sources such as banks and financial institutions. Typically first 
generation entrepreneurs start such enterprises. Such enterprises generally do not have 
any major collateral to offer as security, hence banks and financial institutions are 
averse to funding them. Venture capital funding may be by way of investment in the 
equity of the new enterprise or a combination of debt and equity, though equity is the 
most preferred route. 
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Since most of the ventures financed through this route are in new areas (worldwide 
venture capital follows "hot industries" like infotech, electronics and biotechnology), 
the probability of success is very low. All projects financed do not give a high return. 
Some projects fail and some give moderate returns. The investment, however, is a 
long-term risk capital as such projects normally take 3 to 7 years to generate 
substantial returns.  
Venture capitalists offer "more than money" to the venture and seek to add value to 
the investee unit by active participation in its management. They monitor and evaluate 
the project on a continuous basis. 
The returns generally come in the form of selling the stocks when they get listed on 
the stock exchange or by a timely sale of his stake in the company to a strategic buyer. 
The idea is to cash in on an increased appreciation of the share value of the company 
at the time of disinvestment in the investee company.  
To conclude, a venture financier is one who funds a start up company, in most cases 
promoted by a first generation technocrat promoter with equity. Venture capitalists 
are sources of expertise for the companies they finance. Exit is preferably through 
listing on stock exchanges. This method has been extremely successful in USA, and 
venture funds have been credited with the success of technology companies in Silicon 
Valley. The entire technology industry thrives on it and is advantageous to both 
venture capitalists as well as cash strapped entrepreneur. 
In addition to organizing the limited partnership, the sponsoring firm acts as the 
general partner (and has unlimited liability) over the fund's entire life, which is 
generally designed to be 7-10 years.  
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For its services, the sponsor generally receives a percentage claim on the realized 
return (almost always 20 percent) as well as an annual management fee equal to 1-3 
percent (usually 2.5 percent) of the fund's total committed capital. 
Venture capitalists have clear incentives to expropriate the limited partner's wealth, 
and have many opportunities to do so-including setting up new funds (that exclude the 
old limited partners) to finance. 
Reputational considerations help control this problem, but numerous covenants are 
also inserted into the limited partnership agreements between investors and VCs to 
control these agency conflicts.  
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The covenants most frequently inserted into VC investment agreements are 
described in Table 6.. 
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4.9 How Venture Capitalists Style, Negotiating, and Structure Their Investments  
First and foremost, venture capital investment agreements are legal contracts that 
allocate risk, return, and ownership rights between the entrepreneur (and other 
existing owners of a portfolio company) and the venture capital fund making the 
financial investment. 
The actual distribution of rights and responsibilities depends on (1) the experience and 
reputation of the entrepreneur; (2) the attractiveness of the portfolio company as an 
investment opportunity; (3) the stage of the company's development; (4) the 
negotiating skills. 
One key method of minimizing investment risk is to use staged financing. To 
illustrate how this works, assume that a company expects to need $25 million in 
private funding in order to fully commercialize a promising new technology. Rather 
than invest the entire amount at once, the venture capitalist is far more likely to 
initially invest only enough (say, $5 million) to fund the company to its next 
development stage (i.e., to develop a working prototype), and to demand a very high 
required return on that initial investment tranche.  
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Industry 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 
Industrial Product 
Machinery 
      
Computer 
Software 
      
Consumer 
Related 
9.60 10.50 10.00 13.60 10.90 14.10 
Medical 9.60 10.80 7.10 6.50 6.50 6.20 
Food, Food 
Processing 
      
Electronics       
Energy Related       
Misc.       
Total 100.00 100.00 100.00 100.00 100.00 100.00 
 
TABLE 
REGION-WISE INVESTMENT BY VCFS IN INDIA 
Region Amount in (Rs. 
Million) 
Per cent No. of Projects Per cent  
Total 8965.29 100.00 813 100.00 
Source: www.indiainfaline.com 
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TABLE  
STATES AND INVESTMENT BY VCFS (2006-07)  
Investment Amount in 
(Rs. Million) 
% No. of 
Projects 
% Average 
investment in 
(Rs. Million) 
West Bengal 312 3.10 22 3.20 14.20 
Haryana 300 3.00 22 3.20 13.60 
Delhi 294 2.90 21 3.00 14.00 
U.P. 283 2.80 29 4.20 9.80 
Goa 105 1.00 16 2.30 6.60 
Orisa 35 0.40 5 0.70 7.00 
Total 9994 100.00 691 100.00 14.50 
Source: www.indiainfoline.com 
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TABLE 
STATISTICAL TOOL-TREND FITTING INVESTMENT IN 
VENTURE CAPITAL 
Year 
 
 
X 
Venture Capital 
Investment  
(Rs Million)  
Y. 
Deviation 
from 1999.5 
Deviation 
 
 
x 2 
 
 
 
XY 
 
 
 
X2 
1996 4646 -3.5 -7 -32522 49 
1997 6948 -2.5 -5 -34740 25 
1998 9876 -1.5 -3 -29628 9 
1999 11258 -.5 -1 -11258 1 
2000 13888 +.5 +1 +13888 1 
2001 10848 +1.5 +3 +32544       9 
2002 8920 +2.5 +5 +44600 25 
2003 10000 +3.5 +7 +70000 49 
N = 8 ∑Y = 76384  ∑X = 0 ∑XY = 
52884 
∑X2 = 
168 
Equation of the straight line trend is Y = a + bX 
  a = 9548
8
76384
N
Y
==
∑
 
  b = 78.314
168
52884
X
XY
2 ==
∑
∑
 
In 2005, X will be 11 
So Y = 9548 + 314.78 × 11 = 13010.58 
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Thus estimated average venture capital investment for years 2005 is 
Rs. 13010.58 mill ion. 
  
4.10 Structuring a Venture Capital Fund 
The investors from the developed countries find the returns on investments in the 
companies in this region very attractive. Venture capital, by its nature, is risk capital. 
As the risk and returns are directly proportional to each other, only those investors 
who are familiar with the risk factors associated with the developing countries and 
have the capacity to bear the risks can enter this market. 
 
They generally prefer to set up the funds in a tax favourable and exchange control 
neutral jurisdiction to avoid inherent costs and delays in the investment and 
divestment process. If such a jurisdiction also has a good tax treaty network with the 
countries in which investee companies are situated, it gives an added advantage to the 
fund investors and the fund manager. A typical structure is illustrated below: 
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This structure envisages that the Fund, which will be a Collective Investment Vehicle 
for the investors, will be set up in a tax haven or a tax favoured jurisdiction. The Fund 
in tunr will set up a Special Purpose Vehicle (SPV) in each of the investee countries. 
This would also facilitate quick divestment and free pricing of the investments. Many 
countries including India have guidelines or regulations to govern the venture capital 
investment in the domestic companies. These regulations lay down broad parameters 
within which a foreign venture capital fund can invest, without any specific approvals. 
In order to encourage venture capital investments, the governments of developing 
countries also offer tax concessions to the investors. 
Role Of Venture Capital In The Global Economy. 
1. The Economic Impact of Venture Capital Investing 
 
Over the three decades 1970-2000, American venture capitalists invested no less than 
$273.3 billion into companies in all 50 states. These firms now employ 7.6 million 
people and generate over $1.3 trillion in annual sales revenue, representing 5.9% and 
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13.1% of the respective U.S. national totals. The NVCA study finds that on average 
every $36,000 in VC investment creates one new job. 
European companies generated significantly higher growth rates in sales, research 
spending, exports and job creation during the 1990-1995 period than did otherwise 
comparable non-VC-backed companies. Recent updates of this study find that 
European VCs invested € 34.9 billion ($31.4 billion) in over 10,400 companies in 
2000 and achieved similarly impressive results. 
4.11 WHY INDIA-A  Perspective. 
India is a significant case study for a number of reasons. First, in contrast to the U.S., 
India had a history of state-directed institutional development that is similar, in certain 
ways, to such development in Japan and Korea, with the exception that ideologically 
the Indian government was avowedly hostile to capitalism. 
Furthermore, the government’s powerful bureaucracy tightly controlled the economy, 
and the bureaucracy had a reputation for corruption. Such an environment would be 
considered hostile to the development of an institution dependent upon a stable, 
transparent institutional environment. India did have a number of strengths. It had an 
enormous number of small businesses and a public equity market. Wages were low, 
not only for physical labor, but also for trained engineers and scientists. 
India also boasted a homegrown software industry that began in the 1980s, and 
became visible upon the world scene in the mid-1990s. Experiencing rapid growth, 
some Indian software firms became significant successes and were able to list on the 
U.S. NASDAQ.  
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Finally, beginning in the 1980s, but especially in the 1990s after Economic 
Liberalization process began in 1991, a number of Indian engineers who had 
emigrated to the U.S. became entrepreneurs and began their own high-technology 
firms. They were extremely successful, making them multimillionaires or even 
billionaires, and some of them then became venture capitalists or angel investors. So 
there was a group of potential transfer agents.  
Also, there must be agents who will mobilize resources to facilitate the process, 
though they can be in the public or private sector. Prior to 1985, the development of 
venture capital in India was very unlikely. However, the environment began to change 
after 1985, and continues to change. Even in the U.S., venture capital is only a small 
component of the much larger national system of innovation (NIS), and as such is 
dependent on many other institutions ( Gompers,and Lerner,1997) 
In the U.S. and in India the development of venture capital has been a co-evolutionary 
process. This is particularly true in India, where it remains a small industry 
precariously dependent upon other institutions, particularly the government, and 
external actors such as international lending agencies, overseas investors, and 
successful Indian entrepreneurs in Silicon Valley. 
The growth of Indian venture capital must be examined within the context of the 
larger political and economic system in India. As was true in other countries, the 
Indian venture capital industry is the result of an iterative learning process, and it is 
still in its infancy. If it is to be successful it will be necessary not only for it to grow, 
but also for its institutional context to evolve. 
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4.12 Structuring of Foreign Investments 
India taxes the worldwide income of its residents, subject to tax treaty and other 
relief’s. The foreign source income of non-residents or individual persons not 
ordinarily resident in India is only taxed in India if the income is received in India. In 
certain circumstances, income arising outside India may be deemed Indian source 
income. 
The tax system is scheduler. Taxable income is ascertained according to the rules for 
the particular class of income and then aggregated to determine total taxable income. 
Tax changes are introduced by annual Finance Acts preceded by the "Budget" 
statement, usually in February. The "previous year" basis of assessment is used. The 
tax rates applicable for the fiscal year 2005-2006 to residents as well as non-residents 
in respect of the various types of income earned in India have been summarized in the 
table below: 
 
# Long-term means where securities have been held for more than 12 months. 
* Provided the transaction takes place on the stock exchange and the Securities 
Transaction Tax (“STT”) has been paid. 
**For transactions outside the stock exchange. 
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The above rates are exclusive of the currently applicable surcharge of 2.5% on the tax 
and an education cess of 2% on the tax as well as the surcharge. In case of a domestic 
company the surcharge applicable is 10%. 
All transactions entered on a recognised stock exchange in India are subject to a STT 
levied on the transaction value. In case of purchase / sale of equity shares and units of 
an equity oriented mutual fund which is settled by way of actual delivery or transfer 
of the equity share/ unit, STT will be levied at the rate of 0.01% on both the buyer and 
seller of the equity share/ unit. 
For sale of equity shares and units of an equity oriented mutual fund settled otherwise 
than by way actual delivery or transfer of the equity share/ unit, STT will be levied at 
the rate of 0.02% on the seller of the equity share/ unit. Seller of derivatives would be 
subjected to an STT of 0.0133% while in case of sale of a unit of an equity oriented 
fund to the mutual fund would attract STT at the rate of 0.2%. The STT can be setoff 
against business income tax calculated as per the provisions of Indian tax law. 
The above tax rates may be reduced under the Double Taxation Avoidance Treaty 
(“Tax Treaty”) between India and the foreign country in which the investor is 
residing. There could be a case to argue that the gains arising to an FVCI is in the 
nature of business income and hence is taxable in India only if the FVCI has a 
permanent establishment in India. 
Structuring of FDI into India is extremely important. It is important for foreign 
investors to invest in India from a country with which India has a Tax Treaty, as this 
would avoid the potential double taxation of income both in India as well as the home 
country. In the event that the home country of the investor does not have a Tax Treaty 
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with India, it is important to structure the investment through a tax favorable 
jurisdiction. 
India has developed a large network of treaties worldwide. Each of these treaties 
provide for different terms for taxing the income arising in India. 
 Hence, choosing a jurisdiction which provides for maximum benefit is critical. While 
identifying a jurisdiction for locating the holding company, some of the important 
factors that one should consider are: 
• Whether it has good Tax Treaty with India; 
• Whether the local law provide for flexibility in terms of choice of entities; 
• What are the local taxes; 
• Whether the corporate laws allow enough flexibility for repatriation of 
capital; 
• Whether there are any exchange controls which affect repatriation of income; 
Depending on the nature of income and the Indian operations, various jurisdictions 
like the UAE, Cyprus, Mauritius, Netherlands, etc. have been used as holding 
company jurisdictions for investing into India. However, over the years, Mauritius has 
emerged as the most favourable jurisdiction for investing into India because of the 
favorable Tax Treaty that India has entered into with Mauritius and has in fact 
become one of the largest investors into India. 
 The India-Mauritius Tax Treaty provides for favorable tax treatment in respect of 
dividends and capital gains. Under the Tax Treaty, any capital gains earned by a 
Mauritius entity on shares held in an Indian company are exempt from tax in India. 
Further, Mauritius does not impose any capital gains tax and hence, if structured 
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properly, the investor would be taxed directly in his home jurisdiction. Further, if 
India at a later date levies a dividend tax in the hands of shareholders, the India-
Mauritius Tax could be used, as it imposes a lower withholding tax of 15% or 5% in 
India depending on its percentage holding in an Indian company as against the normal 
20%.That the Mauritius entity does not have a permanent establishment (“PE”) in 
India. 
If the intention is to set-up a venture capital or private equity fund for investment into 
India, structuring becomes even more crucial as any additional tax on account of non-
availability of Tax Treaty benefits could adversely affect the returns to the investor. 
The two most commonly used structures for offshore funds are as follows: 
4.13 Case Studies 
GVFL is the only venture capital company in India to have been approached by 
Cornell University’s Johnson Graduate School of Management for including the 
investee companies of GVFL, Deccanet Designs and Saraf Foods, as case studies in 
its curriculum pertaining to International Entrepreneurship and Venture Capital. 
Evaluation Findings 
PricewaterhouseCoopers has conducted a performance review of GVFL, which 
includes an internal and external assessment of the company’s performance. 
The main findings of PwC are detailed as under: 
More than 70 per cent of GVFL’s investments, accounting for 89 per cent of GVFL 
funds have been in the seed or start-up stage, including follow-on funding for seed or 
start-up stage companies. 
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85 per cent of GVFL’s investee companies have been promoted by first-generation 
entrepreneurs. 
Many of GVFL’s investee companies are pioneers in their respective industries, 
bringing new technologies to the market. 81 per cent of GVFL’s investments have 
been in companies developing and commercializing new technologies. Even in its 
first fund, set up in 1990, GVFL invested in yet-to-emerge sectors such as biotech, 
information technology and auto ancilliaries. 
Many entrepreneurs funded by GVFL have reported that their business would not 
have existed without the venture assistance -- both in terms of capital and 
management support. GVFL recognizes that nurturing SME companies in India is 
slow and requires enormous patience. It works over much longer periods with its 
companies than its counterparts in India.  
A survey amongst investee companies, conducted by IIM-Ahmedabad, has indicated 
that GVFL has played an active role in the growth and success of its investee 
companies by providing managerial support, helping in sourcing additional funding 
and strategic tie-ups, strengthening internal systems and corporate governance, 
increasing visibility through various events and networking with industry experts. 
GVFL has fulfilled the role of a classical venture capital company from structuring of 
funds to investment to search and appraisal and monitoring and nurturing of funds. 
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SIDBI Venture Capital Scheme 
Mission  
“To catalyse entrepreneurship by providing capital and other strategic inputs for 
building businesses around growth opportunities and maximize returns on 
investment”  
SIDBI Venture Capital Limited (SVCL) is a wholly owned subsidiary of SIDBI, 
incorporated in July 1999 to act as an umbrella organisation to oversee the Venture 
Capital operation of SIDBI. SVCL will manage the various Venture Capital Funds 
launched/ being launched by SIDBI. Current fund managed by SVCL is:  
National Venture Fund for Software and IT Industry 
About the Fund 
The National Venture Fund for Software and IT Industry (NFSIT) has been set up by 
Small Industries Development Bank of India (SIDBI) in association with Ministry of 
IT (MIT), Govt. of India. It is a close ended 10 year fund with an initial corpus of 
Rs.100 crore. The main objective of the fund is to meet the total fund requirements of 
the software and IT companies, particularly . 
Small Enterprises, to enable them to achieve rapid growth rates and maintain their 
competitive edge in domestic and international markets. The fund would endeavour to 
develop international networking and enable assisted units to attract co-investment 
from international venture capitalists in subsequent rounds of financing. The fund 
may also consider funding innovative incubation projects and development of 
products in the IT sector. The fund is being managed by SIDBI Venture Capital Ltd. 
(SVCL), a wholly owned subsidiary of SIDBI. 
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Industrial Development Bank of India (IDBI) was established in 1964 under an Act of 
the Parliament. It is the largest development financial institution in the country and 
provides finance for establishment of new as well as for expansion, diversification, 
modernisation and technological upgradation of existing industrial enterprises.  
IDBI is a pioneer in providing Venture Capital and has been operating the Venture 
Capital Scheme since 1987 for providing assistance for ventures involving 
commercialization of indigenous technology, adaption of imported technology as also 
for all software/it venture. 
4.14 The Method of Valuation and Pricing of Venture Capital Investments 
As mentioned above, one of the critical factors to be determined in negotiations 
between entrepreneur and venture capitalist is the pricing of the new investment 
funding. The pricing of VC investments is discussed in several academic and 
practitioner articles.   
Actual contract terms will be much more idiosyncratic. The impact of required return 
on the fraction of her company an entrepreneur must exchange for a given dollar 
investment can be profound, as the following example illustrates. Assume that the 
president and founder of the start-up company Internet Concepts Corporation (ICC), 
approaches a technology-oriented venture capital fund for $5,000,000 in new funding 
to support her firm's rapid growth. ( Gompers,  and Lerner, 1997). 
After intense negotiations, the parties agree that ICC is currently (prior to VC 
investment) worth $10,000,000 and that the risk of the firm is such that the venture 
capitalist is entitled to a 50% compound annual (expected) return. 
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Assume further that both parties agree that ICC should plan to execute an IPO in five 
years, at which time the firm is expected to have net profits of $4,000,000 and to sell 
at a price-to-earnings ratio of 20 times, which will value the company at $80,000,000. 
The promised value of the venture capitalist's stake in five years is calculated using 
basic future value computations, with an initial(Since most existing stockholders are 
prohibited by law (Rule 144) or by their investment bankers from selling their shares 
during a firm's IPO, and for up to two years thereafter, there is an additional reason to 
convert quasiequity claims such as convertible debt and preferred stock into common 
stock well before the initial offering. Doing so starts the holding-period clock that 
much sooner. This investment amount (A) of $5 million, a required return ® of 50 
percent, and an investment horizon (n) of five years(Gompers and Lerner,1997) 
FV = A (1 +r)n = $5,000,000 (1.50)5 = $5,000,000 (7.6) = $38,000,000 (Eq. 1) 
To determine what fraction of the ICC's equity (% Equity) that the venture capitalist 
will receive, this future value (FV) is divided by ICC's expected market valuation 
(Exp MV) at the time of the IPO: 
% Equity = FV ÷ Exp MV = $38,000,000 ÷ $80,000,000 = 0.475 (Eq. 2) 
This means that the venture capital fund will receive 47.5% of ICC's equity in 
exchange for its $5 million investment. If the required return on investment had 
instead been established as 40%, rather than fifty, the promised value of the venture 
capitalist's share at the time of the IPO would have been $26.9 million and the fund 
would have claimed only one-third (33.6%) of ICC's equity, rather than almost half. 
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From the venture capitalist's point of view, one particularly attractive result of 
demanding a high required return is that doing so will discourage entrepreneurs who 
really do not believe their own rosy sales and earnings growth projections, since only 
the most confident entrepreneur will agree to a funding strategy that promises to 
enrich the financier in full before any value is allocated to him or her. 
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CHAPTER – 6 
CONCLUSION 
 
The major conclusions drawn from the study are: 
 Venture capital funds provides seed capital for industrial start up. 
 Venture capital is a high risk – high return business. 
 The long-term returns from venture capital investment are naturally high. 
 They are less likely to provide debt capital. 
 Venture capital provides capital to mature enterprises for expansion, 
diversification and modernization. 
 Venture capital investment is necessarily long term investment. 
This chapter is designed to recapitulated the nature, method and analysis as being 
carried out in the preceding chapters and to enumerate some of the major conclusions 
and suggestions to improve the prospects of venture capital fund in the country. This 
chapter is divided in two sections:  
On the basis of the theoretical analysis and empirical findings conclusions can be 
drawn that conceptual frame work related to the venture capital industry focuses on 
two major forms of asymmetric information, “hidden information” and “hidden 
action”. The central presumption of the modern theoretical work on venture capital is 
that the venture capitalists posses specialised abilities in selecting, monitoring and 
nurturing the projects. 
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The SEBI (VCF) regulation 1996 lays down the overall, regulatory framework for 
registration and operations of VCF’s in India. Overseas venture capital investments of 
India are subjects to the Government. For tax exemption purposes, venture capital 
funds also need to comply with income tax rules under section 10 (23 FB) of the 
Income tax Act. The multiple set of guidelines and requirements create 
inconsistencies and detrect from the overall objectives of development of venture 
capital industry in India. 
As far as the sources of supply of venture capital is concerned contribution of foreign 
financial intuitions has been highest India. form the year 1997 its  increasing, in 2003 
it was 52.3% which is indicating upwards trend in coming years. since FII’s look for 
return maximization on their investment, their increasing pressure has led venture 
capitalist to adopt more business oriented strategy in their operations. 
In India, equity capital is the most popular instrument   of finance being in use by 
venture capitalist. Its contribution in total financing has been consequently highest 
and above 60%. The point to note in this connection is that the contribution of 
preference share was almost negligible till 1993, but it gained importance in 1998 and 
after onwards. This reflects the development of venture capital market in India. 
Stage-wise investment pattern demonstrates the proportion of start-up has been well 
over and around 40 percent of the total investment consistently during the observation 
period. Going by the data for latter stage, its importance has been gone up from20.7 
percent to 33.4 percent which is showing that it will go more high in coming years.  
As per investment by Industry the share of industrial products and machinery has 
been highest in venture financing throughout the observation period. The significance 
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of computer software has been growing consistently over the period, it was accounted 
3.9% in 1997-98 and reached a respectable figure of 18.3% in 2002-03 which reflect a 
upward trend for up coming years. There is no clear preference shown for investing 
any specific industry group by the venture capital funds. 
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SUGGESTIONS 
In the light of the conclusions reached related to the theoretical analysis of present 
status and working of venture capital in India, endevour is made to offer some 
suggestions and recommendations to make the venture capital more useful in the 
country. Some of the major recommendations are as discussed below:- 
There should be single regulatory agency, preferably sebi to regulate the operation of 
venture capital in India. As presently, multiplicity of regularity policy regime related 
to different aspect of venture capital such as: SEBI (VCF) Regulation 1996, oversees 
Guidelines for venture capital investment 1995, Income tax Rules Under Section 10 
(23 FA) of the income Tax Act, and FIPB/ RBI approval in certain cases have been 
emanating contradictory signals causing confusion to the various participants of the 
venture capital market. 
The income Tax Act should be amended suitably to provide fiscal neutrality to the 
venture capital investment. Following tax incentives are suggested:- 
The dividends paid to the investors of venture capital fund’s should be exempt from 
tax. Foreign venture capital investment should be encouraged by providing additional 
tax exemptions. The formation of limited partnership is not permitted permitted to 
organize their affairs in such a manner that their exposure to risk remain with in 
tolerable limits.   
Convertible preference share and other convertible instrument are theoretically sound 
and empirically popular all over the world, India should also take advantage of the 
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same. Hence necessary enabling provision should be made in the company law act 
1956. 
Government needs to play a very active role for identifying and increasing the 
domestic pool of funds for venture capital investment. Currently 90% funds are 
foreign owned. Domestic flows of venture capital in the form of insurance provident 
funds, pension funds, mutual funds etc. need to be encouraged. 
For the progress of venture capital industry in India, full support is required from all 
corners and in all possible forms. The suggestions discussed above are only indicative 
and not on exhaustive one.      
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ANNEXURE 
Appendix – I 
Securities and Exchange Board of India (Foreign Venture Capital Investor) 
Regulations, 2000. 
SEBI has made regulations in order to regulate venture capital investment in India by 
foreign venture capital funds. These regulations are known as Securities and 
Exchange Board of India (Foreign Venture Capital Investor) Regulations, 2000. 
Definitions 
In these regulations, unless the context otherwise requires :- 
Equity linked instruments includes instruments convertible into equity shares or 
share warrants, preference shares, debentures compulsorily convertible into equity. 
Foreign Venture Capital Investor means an investor incorporated and established 
outside India, which proposes to make investment in venture capital fund(s) or 
venture capital undertakings in India and is registered under these Regulations. 
Investible funds means the fund committed for investments in India net of 
expenditure for administration and management of the fund. 
Venture Capital Fund means a Fund established in the form of a trust, a company 
including a body corporate and registered under Securities and Exchange Board of 
India (Venture Capital Fund) Regulations, 1996, which has a dedicated pool of 
capital; raised in the manner specified under the Regulations; and invests in venture 
capital undertaking in accordance with these Regulations. 
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Venture Capital Undertaking means a domestic company :- whose shares are not 
listed in a recognized stock exchange in India; 
which is engaged in the business of providing services, production or manufacture of 
articles or things, but does not include such activities or sectors which are specified in 
the negative list by the Board, with the approval of Central Government, by 
notification in the Official Gazette in this behalf. 
Registration of Foreign Venture Capital Investors CAPITAL INVESTORS 
Application for grant of certificate 
For the purposes of seeking registration under these regulations, the applicant must 
make an application to the Board in Form A along with the prescribed application fee. 
Eligibility Criteria 
For the purpose of the grant of a certificate to an applicant as a Foreign Venture 
Capital Investor, the Board shall consider the following conditions for eligibility, 
namely :- 
the applicants track record, professional competence, financial soundness, experience, 
general reputation of fairness and integrity. 
whether the applicant has been granted necessary approval by the Reserve Bank of 
India for making investments in India; or 
whether the applicant is an investment company, investment trust, investment 
partnership, pension fund, mutual fund, endowment fund, university fund, charitable 
institution or any other entity incorporated outside India; or 
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whether the applicant is an asset management company, investment manager or 
investment management company or any other investment vehicle incorporated 
outside India; or 
whether the applicant is authorized to invest in venture capital fund or carry on 
activity as a venture capital fund; or 
whether the applicant is regulated by an appropriate foreign regulatory authority or is 
an income tax payer; or submits a certificate from its banker of its or its promoter’s 
track record where the applicant is neither a regulated entity nor an income tax payer. 
the applicant has not been refused a certificate by the Board. whether the applicant is 
a fit and proper person. 
Furnishing of information, clarification 
The Board may require the applicant to furnish such further information, as it may 
consider necessary. 
Consideration of application 
An application which is not complete in all respects shall be rejected by the Board. 
However, before rejecting any such application, the applicant shall be given an 
opportunity to remove, within thirty days of the date of receipt of communication, the 
objections indicated by the Board. 
The Board may, on being satisfied that it is necessary to extend the period specified 
above may extend such period not beyond ninety days. 
Procedure for grant of certificate 
If the Board is satisfied that the applicant is eligible for the grant of certificate, it shall 
send an intimation to the applicant. On receipt of intimation, the applicant shall pay to 
 - 112 - 
the Board, the prescribed registration fee. The Board shall on receipt of the 
registration fee grant a certificate of registration in Form B. 
Conditions of certificate 
The certificate granted to the foreign venture capital fund shall be inter-alia, subject to 
the following conditions, namely:- 
it shall abide by the provisions of the Act, and these regulations; 
it shall appoint a domestic custodian for purpose of custody of securities; 
it shall enter into arrangement with a designated bank for the purpose of operating a 
special non-resident rupee or foreign currency account. 
it shall forthwith inform the Board in writing if any information or particulars 
previously submitted to the Board are found to be false or misleading in any material 
particular or if there is any change in the information already submitted. 
Procedure where certificate is not granted 
On considering an application, if the Board is of the opinion that a certificate should 
not be granted, it may reject the application after giving the applicant a reasonable 
opportunity of being heard. The decision of the Board to reject the application shall be 
communicated to the applicant. 
Effect of refusal to grant certificate 
Any applicant whose application has been rejected shall not carry on any activity as a 
Foreign Venture Capital Investor. 
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Investment Conditions and Restrictions 
Investment Criteria for a Foreign Venture Capital Investor 
All investments to be made by a foreign venture capital investors shall be subject to 
the following conditions:- it shall disclose to the Board its investment strategy. while 
it can invest its total funds committed in one venture capital fund it shall however not 
invest more than 25% of the funds committed for investments to India in one Venture 
Capital Undertaking. 
it shall make investments in the Venture Capital Undertaking as enumerated below :- 
at least 75% of the investible funds shall be invested in unlisted equity shares or 
equity linked instruments. 
not more than 25% of the investible funds may be invested by way of :- subscription 
to initial public offer of a venture capital undertaking whose shares are proposed to be 
listed subject to lock-in period of one year; debt or debt instrument of a venture 
capital undertaking in which the venture capital fund has already made an investment 
by way of equity 
General Obligations and Responsibilities 
Maintenance of books and records 
Every Foreign Venture Capital Investor shall maintain for a period of eight years, 
books of accounts, records and documents which shall give a true and fair picture of 
the state of affairs of the Foreign Venture Capital Investor. Every Foreign Venture 
Capital Investor shall intimate to the Board, in writing, the place where the books, 
records and documents are being maintained. 
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Power to call for information 
The Board may at any time call for any information from a Foreign Venture Capital 
Investor with respect to any matter relating to its activity as a Foreign Venture Capital 
Investor. 
Submission of reports to the Board 
Where any information is called for, it shall be furnished within the time specified by 
the Board. 
Appointment of designated bank 
The Foreign Venture Capital Investor or a global custodian acting on behalf of the 
foreign venture capital investor must enter into an agreement with the domestic 
custodian to act as a custodian of securities for Foreign Venture Capital Investor. 
The Foreign Venture Capital Investor shall ensure that domestic custodian takes steps 
for:  
(a) monitoring of investment of Foreign Venture Capital Investors in India 
(b) furnishing of periodic reports to the Board 
(c) furnishing such information as may be called for by the Board. 
The Foreign Venture Capital Investor must appoint a branch of a bank approved by 
Reserve Bank of India as designated bank for opening of foreign currency 
denominated accounts or special non-resident rupee account. 
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Inspection and Investigations 
Board's right to inspect or investigate 
The Board may, suo-moto or upon receipt of information or complaint, cause an 
inspection or investigation to be made in respect of conduct and affairs of any foreign 
venture capital investor by an Officer whom the Board considers fit for any of the 
following reasons namely: - to ensure that the books of account, records and 
documents are being maintained by the foreign venture capital investor in the manner 
specified in these regulations. to inspect or investigate into complaints received from 
investors, clients or any other person, on any matter having a bearing on the activities 
of the foreign venture capital investor; to ascertain whether the provisions of the Act 
and these regulations are being complied with by the foreign venture capital investor; 
and to inspect or investigate suo-moto into the affairs of a foreign venture capital 
investor in the interest of the securities market or in the interest of investors. 
Obligation of Foreign Venture Capital Investor on investigation or inspection by 
Board 
It shall be the duty of every Foreign Venture Capital Investor in respect of whom an 
inspection or investigation has been ordered and any other associated person who is in 
possession of the relevant information pertaining to conduct and affairs of such 
Foreign Venture Capital Investor ( including asset management company or fund 
manager ), to produce to the Inspecting or Investigating Officer, such books, accounts 
and other documents in his custody or control and furnish to him with such statements 
and information as the said Officer may require for the purposes of the inspection or 
investigation. 
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It is the duty of Foreign Venture Capital Investor and any other associated person who 
is in possession of the relevant information ( pertaining to conduct and affairs of the 
Foreign Venture Capital Investor ) to give to the Inspecting or Investigating Officer 
all such assistance and he must extend all such co-operation as may be required in 
connection with the inspections or investigations and must furnish such information 
sought by the Inspecting or Investigating Officer in connection with the inspections or 
investigations. 
The Inspecting or Investigating Officer, ( for the purposes of inspection or 
investigation ), has the power to examine on oath and record the statement of any 
person responsible for or connected with activities of Foreign Venture Capital 
Investor or any other associated person having relevant information pertaining to such 
Foreign Venture Capital Investor. 
The Inspecting or Investigating Officer, ( for the purposes of inspection or 
investigation ), has the power to get authenticated copies of documents, books, 
accounts of Foreign Venture Capital Investor, from any person having control or 
custody of such documents, books or accounts. 
Submission of the Report 
The Inspecting or Investigating Officer shall on completion of inspection or 
investigations, submit a report to the Board. 
Board's right to issue any direction to Foreign Venture Capital Investor 
The Board may after consideration of the inspection or investigation report and after 
giving a reasonable opportunity of hearing to the Foreign Venture Capital Investor, 
require it to take such measure or issue such directions as it deems fit in the interest of 
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capital market and investors, including directions in the nature of:- requiring the 
person concerned to dispose of the securities or disinvest in a manner as may be 
specified in the directions; requiring the person concerned not to further invest for a 
particular period; prohibiting the person concerned from operating in the capital 
market in India for a specified period. 
Procedure for action in case of default 
Board's right to suspend or cancel certificate of registration 
The Board may after consideration of the investigation report, initiate action for 
suspension or cancellation of the registration of such Foreign Venture Capital 
Investor: However, no such certificate of registration shall be suspended or cancelled 
unless the procedure given below is complied with. 
Suspension of certificate 
The Board may suspend the certificate where the Foreign Venture Capital Investor: 
contravenes any of the provisions of the Act or these regulations; fails to furnish any 
information relating to its activity as a Foreign Venture Capital Investor as required 
by the Board; furnishes to the Board information which is false or misleading in any 
material particular; does not submit periodic returns or reports as required by the 
Board; does not co-operate in any enquiry or inspection conducted by the Board;  
Cancellation of certificate 
The Board may cancel the certificate granted to a Foreign Venture Capital Investor :- 
when the Foreign Venture Capital Investor is guilty of fraud or has been convicted of 
an offence involving moral turpitude; the Foreign Venture Capital Investor has been 
guilty of repeated defaults of the nature mentioned above; the Foreign Venture Capital 
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Investor does not continue to meet the eligibility criteria laid down in these 
regulations; contravenes any of the provisions of the Act or these regulations. 
Manner of making order of cancellation or suspension 
No order of penalty or cancellation of certificate shall be imposed on the Foreign 
Venture Capital Investor except after holding an enquiry in accordance with the 
prescribed procedure. 
Manner of holding enquiry before suspension or cancellation 
For the purpose of holding an enquiry, the Board may appoint one or more enquiry 
officers. The enquiry officer shall issue to the Foreign Venture Capital Investors, at its 
registered office or its principal place of business or its agent or representative in 
India, a notice setting out the grounds on which action is proposed to be taken against 
it and call upon it to show cause against such action within a period of fourteen days 
from the date of receipt of the notice. 
The Foreign Venture Capital Investor may, within fourteen days from the date of 
receipt of such notice, furnish to the enquiry officer a written reply, together with 
copies of documentary or other evidence relied on by it or sought by the Board from 
the Foreign Venture Capital Investor. 
The enquiry officer shall give a reasonable opportunity of hearing to the Foreign 
Venture Capital Investor to enable him to make submissions in support of its reply. 
Before the enquiry officer, the Foreign Venture Capital Investor may appear through 
any person duly authorized by the Foreign Venture Capital Investor: However, no 
lawyer or advocate shall be permitted to represent the Foreign Venture Capital 
Investors at the enquiry. Where a lawyer or an advocate has been appointed by the 
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Board as a presenting officer, it shall be lawful for the Foreign Venture Capital 
Investor to present its case through a lawyer or advocate. 
The enquiry officer may, if he considers it necessary, ask the Board to appoint a 
presenting officer to present its case 
The enquiry officer shall, after taking into account all relevant facts and submissions 
made by the Foreign Venture Capital Investor, submit a report to the Board and 
recommend the penal action, if any, to be taken against the Foreign Venture Capital 
Investor as also the grounds on which the proposed action is justified. 
Show-cause notice and order 
On receipt of the report from the enquiry officer, the Board shall consider the same 
and may issue to the Foreign Venture Capital Investor a show-cause notice as to why 
the penal action as proposed by the enquiry officer or such appropriate action should 
not be taken against it. 
The Foreign Venture Capital Investor shall, within fourteen days of the date of the 
receipt of the show-cause notice, send a reply to the Board. 
The Board, after considering the reply, if any, of the Foreign Venture Capital 
Investor, shall, as soon as possible pass such order as it deems fit. 
Effect of suspension and cancellation of certificate 
On and from the date of the suspension of the certificate, the Foreign Venture Capital 
Investor shall cease to carry on any activity as a Foreign Venture Capital Investor 
during the period of suspension, and shall be subject to such directions of the Board 
with regard to any records, documents or securities that may be in its custody or 
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control, relating to its activities as Foreign Venture Capital Investor, as the Board may 
specify. 
On and from the date of cancellation of the certificate, the Foreign Venture Capital 
Investor shall, with immediate effect, cease to carry on any activity as a Foreign 
Venture Capital Investor, and shall be subject to such directions of the Board with 
regard to the transfer of records, documents or securities that may be in its custody or 
control, relating to its activities as Foreign Venture Capital Investor, as the Board may 
specify. 
Publication of order of suspension or cancellation 
The order of suspension or cancellation of certificate passed may be published by the 
Board in two newspapers. 
Action against intermediary 
The Board may initiate action for suspension or cancellation of registration of an 
intermediary holding a certificate of registration who fails to exercise due diligence in 
the performance of its functions or fails to comply with its obligations under these 
regulations. However, no such certificate of registration shall be suspended or 
cancelled unless the procedure specified in the regulations applicable to such 
intermediary is complied with. 
Appeal to Securities and Exchange Board of India 
Any person aggrieved by an order of the Board under these regulations may prefer an 
appeal to the Securities Appellate Tribunal. 
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Form A 
Securities and Exchange Board of India 
(Foreign Venture Capital Investor) Regulations, 2000 
(regulation 3) 
Application form for grant of certificate of registration as foreign venture capital 
investor with the Securities and Exchange Board of India 
Securities and Exchange Board of India 
Mittal Court `B' Wing, 1st Floor 
Nariman Point, Bombay - 400 021, INDIA 
Name, address, telephone no., telexes no. and fax no. of the applicant. In case the 
applicant has a representative office in India, the particulars may also be given for that 
office. 
Please indicate whether the applicant belongs to any one or more of the following 
categories: 
Pension Fund, Mutual Fund, Investment Trust, Investment company, Investment trust, 
Investment partnership, Asset Management Company, Investment manager, 
Investment Management Company, Endowment fund, University fund, Charitable 
institutions or any other investment vehicle incorporated and established outside India 
(a)  The date and place of incorporation of the applicant. (Details of statute under 
which incorporated). 
(b)  Brief description of the principal activities of the applicant and the year of 
commencement of such activities. 
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(c)  Brief description of the group, if any, to which the applicant belongs. 
Whether any of the following documents are submitted ? 
(a)  Copy of certificate of registration with home regulator; or 
(b)  Copy of income tax return filed in the home country; or 
(c)  Copy of bankers certificate fair track record of the applicant 
Please also state whether there has been any instance of violation or non-adherence to 
the securities laws, code of ethics/conduct, code of business rules, for which the 
applicant, or its parent/ holding company or affiliate may have been subjected to 
economic, or criminal liability or suspended from carrying out its operations, or the 
registration has been revoked, temporarily or permanently. If no, submit an 
undertaking. 
Please indicate the names of the clients on whose behalf you propose to invest in 
India. 
Please indicate the manner in which you propose to conduct your investments in India 
i.e. whether through an establishment in India or through any other office outside 
India. Please give details, and also the name of the contact person/compliance officer. 
Name and address of the designated bank branch in India through whom investment is 
proposed to be made. 
(a)  Name, address, telephone no., telex no., and fax no. of the domestic custodian. 
Please also present the background information on the custodian, including 
volume of business handled, organizational infrastructure and the number of 
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investment companies for which the domestic custodian is acting, or has acted, 
as custodian. 
(b)  Particulars of the agreement entered into with the domestic custodian.We 
hereby agree and declare that the information supplied in the application, 
including the attachment sheets, is complete and true. 
AND we further agree that we will immediately notify the Securities and Exchange 
Board of India of any change in the information provided in the application. 
We further agree that we shall comply with the provisions of the Act, and regulations 
issued thereunder and all other relevant laws. 
We further agree that as a condition of grant of certificate of registration, we shall 
abide by such operational instructions/ directives as may be issued by Securities and 
Exchange Board of India under the provisions of the Act from time to time. 
 
For and on behalf of_____________________________________ 
( Name of the applicant ) 
Authorised Signatory ______________________________________ 
( Name ) (Signature) 
Date : 
Place : 
Note: 
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Securities and Exchange Board of India (SEBI) reserves the right to call for any 
further information from the applicant regarding his application. 
Applications, superscribed "Application for Registration of Foreign Venture Capital 
Investors ", should be submitted in duplicate, in sealed envelopes, at Securities and 
Exchange Board of India's office. 
Documents to be enclosed with the application: 
Documents to support registration or regulation by a Securities Commission and / or 
Self Regulatory Organization, or any other appropriate regulatory/registering 
authority or Copy of income tax return filed in the home country; or Copy of bankers 
certificate for fair track record of the applicant. 
Form B 
Securities and Exchange Board of India (Foreign Venture Capital Investors) 
Regulations, 2000 [see regulation 7(3)] 
Certificate of Registration as Foreign Venture Capital Investor In exercise of the 
powers conferred by sub-section (1) of section 12 of the Securities and Exchange 
Board of India Act, 1992, (15 of 1992) read with the regulations made thereunder, the 
Board hereby grants a certificate of registration to __________________________ as 
a Foreign Venture Capital Investor subject to the conditions specified in the Act and 
in the regulations made thereunder. 
The Registration Number of the foreign venture capital fund is IN/FVCI/ / 
Date: 
Place:  
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Securities and Exchange Board of India 
(Foreign Venture Capital Investor) Regulations, 2000. 
[see regulations 3 and 7(2)] 
Fees 
Part A 
Amount to be paid as fees 
Application fee (US$) 1,000 
Registration fee shall be payable at the time of registration for grant of certificate (US 
$) 10,000 
Part B 
The fees specified above shall be payable by bank draft in favour of "The Securities 
and Exchange Board of India" payable at Mumbai Securities and Exchange Board of 
India (Foreign Venture Capital Investor) Regulations, 2000 
• Negative List 
• Real estate 
• Non-banking financial services 
• Gold financing 
Activities not permitted under the Industrial Policy of Government of India. Any 
other activity which may be specified by the Board in consultation with the 
Government of India from time to time 
